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FUTURES TRADING 


DECEMBER 6, 1955 


Spectra, SUBCOMMITTEE 
OF THE COMMITTEE ON AGRICULTURE, 
Houser or REPRESENTATIVES, 
Presque Isle, Maine. 

(This meeting of the House Subcommittee on Agriculture was held 
at the ballroom of the Northeastland Hotel, Presque Isle, Maine, 
December 6, 1955, at 1:40 p. m., eastern standard time.) 

(There was comment by Representative Clifford G. McIntire, 
Maine, off the record.) 

Mr. McIntime. Now for the record, may I say that I am delighted 
to have here in the Third Congressional District colleagues of mine 
with whom I am associated, not only in the House of Representatives, 
but also on the House Committee on Agriculture. This subcommittee 
has as its chairman the Honorable George M. Grant of Alabama. I 
am delighted and proud to introduce to you the Honorable George 
Grant of Alabama, chairman of this subcommittee. 

Mr. Grant. Thank you, Clif. I want to say it’s a real pleasure to 
return again to Maine. Several years ago I had the happy pleasure 
of being here with the entire Agricultural Committee of the House 
of Representatives. 

Today we are here as a subcommittee on futures trading. I want 
to say that we wish to give everyone an opportunity to be heard; that 
is, all that desire to be heard. And if time is not available, we cer- 
tainly wish to give you an opportunity to file a statement for the rec- 
ord which will be incorporated in the printed hearing the same as if 
testified. 

I want to introduce the other members of the subcommittee. To 
my left on the end of the row here, we have Congressman John C. 
Watts from the State of Kentucky. Immediately to his right is Con- 
gressman Paul B. Dague, of the State of Pennsylvania. And at the 
end of the row on the right is Mr. John J. Heimburger, counsel for 
the committee. And with that, I’m going to turn the meeting back 
over to your own Congressman, Clif McIntire. [Applause.] 

Mr. McIntire. Thank you very kindly, Mr. Grant. Certainly we 
are delighted that Congressman Watts of Kentucky and Congressman 
Dague of Pennsylvania are here with you, Mr. Chairman. May I say 
that each of these three guests, including Mr. Heimburger, of our com- 
mittee are not strangers in Aroostook, because they have been here 
before. We are happy that they are back, interested as they are in 
making available the opportunity for folks here in the potato industry 
to express to this subcommittee their thoughts, their observations, 
their recommendations relative to futures trading on potatoes. 
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May I say that this subcommittee was set up by the Honorable 
Harold Cooley, chairman of the House Committee on Agriculture, 
primarily because of the intense interest on the part of potato pro- 
ducers and onion producers relative to the futures trading of their 
respective commodities. In view of that very sincere interest on the 
part of onion and potato producers, it seemed appropriate that those 
producers and others associated with futures trading, both at shipping 
point and production area, and the terminals and also the exchange, 
and those trading members of the exchange, be given an opportunity 
to express to a subcommittee their thoughts, their concern, their ideas 
of the influence of futures trading; their recommendations as to any 
changes which should be made perhaps within the present framework, 
or any other recommendations which they may have to make—to give 
all elements an opportunity to express the advantages existing for 
producers or others in the trade in the functions of futures trading. 
All of this will be blended together with the thoughts which we hope 
to obtain from the Commodity Exchange Authority; the information 
we hope to obtain from those who have been doing some research 
work under the auspices of the United States Department of Agri- 
culture, and State experiment station, and others, and the studies 
which have been made of the relationship between futures price trends 
and the price trends in the terminal market on, what you might call 
the regular commodity in the channels of outlet. We will bring to- 

ether these thoughts and, out of an analysis of those expressions of 
interest and recommendations, the subcommittee may perhaps, make 
some findings which will, if they possess merit, be referred to the full 
committee for such further ccteha began as it deems advisable. 

It is a function of the House Committee on Agriculture to keep itself 
as closely advised as possible of the problems of farm people, and the 
problems of those who trade in agricultural commodities. And hear- 
ings of this type are intended to present the elements interested in 
agriculture an opportunity to express their thoughts, their desires, 
their recommendations to the committee. 

Back in the spring, in fact, under date of May 12, 1955, I addressed 
a memorandum to the Honorable Mr. Cooley, chairman of our com- 
mittee, stating that there was an intense interest on the part of onion 
and potato producers in being given an opportunity to express them- 
selves relative to the futures trading in those commodities in which 
they make their livelihood. Y 

I felt that that was a very firm request on the part of the industries, 
both onions and potatoes. That memorandum was referred to the 
committee and the action of the committee is shown by the establish- 
ment of this subcommittee that has as its objective the opportunity 
to present onion and potato producers and others in the various levels 
of activity in futures trading an opportunity to make such recommen- 
dations as they wish. The study will be objective. The subcommittee 
has no preconceived conclusions. It is entirely in searching for those 
matters and in examining those matters which it is felt are in the 
interest and of the concern of producers and those who handle agri- 
cultural commodities. 

I’m sure that we are acquainted here in this area with the ve 
intense activity relative to futures trading in the past 2 or 3 years. We 
have made a public announcement of this hearing through the press 
and radio, both locally and statewide, extending to each and everyone 
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in this area, particularly producers and those trading in the com- 
modity in this area and the State generally, an opportunity to be here 
today. We have stated publicly that anyone ishing to testify before 
this committee, this subcommittee, might make arrangements by con- 
tacting my office in Washburn. That announcement has been made 
twice, so it is evident that we have tried most diligently to make sure 
that this hearing was of public knowledge, and that each and every 
one, regardless of who hay might be in relation to our industry, 
whether producers or those trading as shipper, broker, or in any 
category, might feel free—we hope they have—in requesting that they 
be given an opportunity to be heard. We have indicated that this 
hearing is scheduled to be in process this afternoon from 1:30 to 5 
o'clock, and that the committee, subcommittee, will reconvene tomor- 
row morning at 9:30 here in this room to hear testimony of anyone 
whom we do not reach this afternoon. 

We have a list of witnesses. There has been no attempt made, other 
than to adjust the convenience of the persons involved to their own 
personal schedules, to list these witnesses in any particular order. 
And if there are some whom we do not reach this afternoon, then please 
feel that it has not been by any plan or design of ours. Simply put, 
then, we have a list of the witnesses, and we hope to reach them all, 
each and every one, as rapidly as we can. 

Now let me say that, to the extent to which time is available, this 
committee is here to listen to your thoughts. The members of the 
subcommittee will leave on the train tomorrow afternoon, and our 
primary schedule is that you folk be heard so that our time is sched- 
uled for this afternoon and tomorrow for such time as is necessary. 

Let me say that the selection of our first witness was mine, because 
I felt that, in view of his interest and his activity as a member of the 
State legislature last winter, it would be most appropriate for our 
first witness to be the Honorable John Reed of Fort Fairfield. Let me 
add, before Mr. Reed comes to the witness chair, that it is our inten- 
tion that this hearing will be the first of a number of hearings, all of 
which are designed to get a very objective view of futures trading 
on onions and potatoes before this committee’s work is completely 
finished. The other hearings will, without doubt, be scheduled later, 
perhaps after we are back in Washington. And, as I have expressed to 
the chairman of this subcommittee, I hope that we can build into these 
hearings an objective study of the futures trading in these commod- 
ities. And if this study discloses the need of some recommendations, 
I know that these will be forthcoming and accommodated in the due 
er of handling legislative matters; and that folks interested will 

given a further opportunity with regard to some of these steps, if 
they seem to be constructive. 

t us move on, then, to the hearing. Let me say, as the chairman 
has said, that for anyone who does not have an opportunity or does 
not wish to present statements here, the record is still open. You 
may prepare a statement. You may forward it to the House Com- 
mittee on Agriculture in Washington, or you may forward it to me 
personally, and we will make it a part of the record. Now I hope 
that you take advantage of that, if you wish to be on record. 

Let me say that it is our usual custom as a committee, where a wit- 
ness is concerned, to have discussion as between members of the com- 
mittee and the witness; that it is not our procedure to have, as one 
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might say, a roundtable discussion from the floor. The witness is 
the person who is addressing the committee, and the discussion will 
be as between the committee and the witness. If there are any per- 
sons who wish to be scheduled as witnesses in order to present some 
thoughts of theirs, that can be handled by contacting me, and we 
will try to arrange for that. 

We certainly appreciate the interest that you folks have shown in 
this matter by your attendance here, and we hope that all testimony 
will be of a nature that will assist the committee in an analysis of 
these problems of mutual interest. And with that, may I call the 
first witness, the Honorable John Reed. 


STATEMENT OF HON. JOHN REED, FORT FAIRFIELD, MAINE 


Mr. Rerep. Thank you, Mr. McIntire. 

Mr. McIntire. Mr. Chairman, before Mr. Reed begins, Mr. Chair- 
man and members of the committee, may I say that Mr. Reed is a 
member of the State legislature, serving a class district which in- 
cludes his hometown of Fort Fairfield, Maine, which is about 12 
miles from here. He comes from a very distinguished family ; that is, 
they are very active in the potato business for many, many years. He 
has alw: ays ‘taken a very active interest in our industry and com- 
munity affairs. And as a representative in the legislature, he has 
evidenced a very active interest in agriculture and the problems of 
farmers of Maine and those, of course, in his own district in particular 
and this area. And we are very happy to have you, Mr. Reed, as a 
witness this afternoon. 

Mr. Rerep. Congressman McIntire, Mr. Chairman, and members of 
the committee, I am John Reed, representative of the 97th session of 
the Maine Legislature from the town of Fort Fairfield. And I’m 
happy to have the opportunity upon request of Congressman Mc- 
Intire to be here and to acquaint you gentlemen with the facts that led 
up to the action that was taken by the most recent session of our Maine 
Legislature. 

For the past few seasons, as has been mentioned here earlier, there 
had been a great deal of interest in the operation and trading of 
Maine potato futures on the New York Mercantile Exchange. ‘And 
I believe I’m safe in saying that this feeling and interest reached 
a head, so to speak, during “this past winter. And at a meeting in 
the town of Fort Fairfield, attended by some 400 Aroostook potato 
farmers, at which the operation of the mercantile exchange in regard 
to the trading of Maine potato futures was discussed, they took action 
that they would favor the elimination of the trading of Maine pota- 
toes. As I said, at this time I had been active in the legislature for 
the session, and in company with other members of the legislature 
from Aroostook County, we discussed, of course, very actively, the 
interest that was taking place here in the county. 

And, as a result of this meeting, we felt it was time for us to pur- 
sue every possible means on the ‘State level where we had a respon- 
sibility to see if there was any means of instigating corrective measures 
in the trading of Maine potato futures. And through that end, we 
worked with considerable zest. We contacted the attorney general 
of the State of Maine, and he thoroughly investigated the State stat- 
utes to see if there was any legal authority within the State of Maine 
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to make any changes or to eliminate the trading of Maine potato 
futures. 

Upon due investigation, he found there was nothing that could 
be done on the State level, and so the members of the Aroostook 
County delegation being naturally interested and being responsive to 
the desires of our people we represented, took the next alternative 
that was the only choice we had left; namely, to instigate and intro- 
duce a memorial to the honorable body of which you gentlemen are a 
part. And this memorial was written up with a great deal of care to 
try to bring in some of the facts regarding the trading of Maine 
potato futures. And we had a hearing, of course, in the usual process 
of law as it takes place in Augusta, and we came up with that docu- 
ment. I have no doubt you gentlemen are familiar with it, but at this 
time I would like to take the opportunity to read it in its entirety for 
the record. [Reading :] 


NINETY-SEVENTH LEGISLATURE, STATE OF MAINE 
In the year of our Lord, nineteen hundred fifty-five 
Legislative Document No. 1360 


HOvusE OF REPRESENTATIVES, March 17, 1955. 
H. P. 1145 


Referred to committee on agriculture. Sent up for concurrence and ordered 
printed. 
HARVEY R. PEASE, Clerk. 
Presented by Mr. Reed of Fort Fairfield. 


MEMORIAL 


To the honorable Senate and House of Representatives of the United States 
of America in Congress assembled: 


Joint resolution proposing an investigation and additional regulation of the 
mercantile exchange by the Congress of the United States of America 


We, your memorialists, the Senate and House of Representatives of the State 
of Maine, in the 97th legislative session assembled, most respectfully present and 
petition your honorable body as follows: 

Whereas the Constitution of the United States provides that the Congress may 
investigate and regulate in the public interest ; and 

Whereas the mercantile exchange, as now operating, encourages and de- 
velops a large amount of speculation that is entirely disproportionate to the 
actual needs and requirements of the potato industry; and 

Whereas Maine is the only State on which the mercantile exchange deals in 
potato futures, prices of Maine potatoes being traded are reflected more quickly 
than that of other sections of the country ; and 

Whereas the mercantile exchange does not allow trading in small consumer- 
type packs which the industry is trying to develop in line with a better market- 
ing program ; and 

Whereas it is recognized that, although the mercantile exchange offers the 
farmer an opportunity to safeguard trading, its disadvantages, which recently 
have become so evident, far offset this advantage ; and 

Whereas the mercantile exchange has tended to depress prices, for during 
the latter part of February mercantile exchange prices were as much as 40 
cents per hundredweight lower than the actual market; and 

Whereas the mercantile exchange is being used primarily as a speculating 
device, for in the month of February 1955, there were 2,531 cars traded on the 
exchange, but only 306 delivered and in most seasons deliveries run approxi- 
mately 1 percent of sales ; and 

Whereas at a recent meeting of over 400 Aroostook County potato growers 
it was overwhelmingly voted in favor of restricting potato trading on the mer- 
cantile exchange at the earliest possible date: Now, therefore, be it 
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Resolved, That we, your memorialists, recommend to the Congress an investi- 
gation of the mercantile exchange for the purpose of providing greater sta- 
bility in the potato industry ; and be it further 

Resolwed, That if further regulations be necessary, such legislation be enacted 
by the Congress ; and be it further 

Resolwed, That a copy of this memorial, duty authenticated by the secretary 
of state, be immediately transmitted by the secretary of state, by mail, to the 
Senate and House of Representatives in Congress, to the Members of the said 
Senate and House of Representatives from this State. 

That completes the reading of the memorial, and that is the tone 
on which Aroostook County farmers gave us to feel that we should 
take some action, what possible action we could take upon a State 
level. And I know I speak for some of the legislators who I see in 
the audience here today that it’s most encouraging to see that these 
memorials that are enacted on the State level certainly are taken with 
a great deal of interest by you gentlemen representing our country 
in Washington. 

And it certainly is encouraging to know that a memorial that took 
the time that this one did to instigate and get started was passed by 
the legislature. Certainly it is encouraging from that standpoint. 

Now, of course, there has been some time since this memorial was 
adopted up to this present time. Possibly some of the changes in the 
feeling here in the county will be reflected in the subsequent. testi- 
mony. But, nevertheless, that was the situation upon which the 
State legislature felt that it should take action. And, incidentally, 
this document received passage without opposition. 

One of the main things that I find that people criticize the exchange 
on, the trading of Maine potato futures, is the short selling; and of 
all the objections that I hear to it, that seems to be the most pre- 
dominant one. And although I do not wish to establish myself as an 
authority on the exchange, from any observations in talking with 
potato people all over the county, that seems to be the major objection. 

One of the suggestions that you might want to consider in taking 
curbing action upon the exchange to eliminate that which most 
people feel, at least, is a definite disadvantage is in words of this 
effect—that no one may sell potatoes on the exchange unless he 
physically owns them or can show contracts with farmers or shippers 
as proof that he actually has the potatoes to deliver. That in ous 
words would, I believe, make a great correction upon the exchange, 
and as I say, that is just one of them. I think I’ve brought out some 
of the background that led up to the passage of this memorial, and I 
believe at this time with those words I will complete my part of the 
testimony. 

Mr. McIntire. Thank you very kindly, Mr. Reed. Mr. Chairman, 
do you have any questions for the witness ? 

Mr. Grant. Yes. I missed a figure. I notice you said in February 
1955, 2,531 cars were traded on the exchange, and I missed the number 
of cars that were actually delivered. 

Mr. Reep. Yes; 365 cars were actually delivered in that time. 

Mr. Grant. I certainly compliment the gentleman on his state- 
ment and also a suggestion here of how it might be corrected. 

Mr. McInrire. Mr. Watts? 

Mr. Warts. No questions. 

Mr. McIntime. Mr. Dague? 

Mr. Dacun. No questions. 
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Mr. McIntire. Mr. Reed, do you feel that there is any less interest 
at the present time in relation to the exchange? I mean, do you feel 
that people generally here in the county have changed their viewpoint 
from that of last winter? I appreciate that there is not the intensity, 
but do you feel that there has been any change of view in the meantime 
basically ? 

Mr. Reep. Well, in my observations, I would say that some of the 
opposition seems to have softened, but I see no softening in the opposi- 
tion that there should be some corrective measures levied against this 
exchange. ; 

Mr. McIntire. I notice that the onion futures trading on the New 
York Mercantile provides for f. 0. b. delivery. I might say onions are 
anew commodity for New York Mercantile trading; I believe they only 
started trading.this fall or this year at least. Now I understand that 
the trading regulations of the New York Mercantile in relation to 
Maine contracts has been for Harlem River delivery. Do you think 
that the delivery point has been an aggravating factor in the impact 
of the trading on the price to Maine producers ? 

Mr. Reep. Yes; from observation and by listening to various com- 
ments, I would say that they felt that by having a car of potatoes at 
the point, that there tended to be a glut toward the end of the month, 
because they all had to be delivennt into Harlem River. I’ve heard 
that as a criticism. 

Mr. McInttre. I believe that’s all, if the members of the committee 
have no further questions. Thank you very kindly. I would want 
the record to show that Mr. Reed is a producer and a shipper in his 
own right and very thoroughly familiar with the commercial aspects 
of both production and selling of Maine potatoes. Thank you very 
much, Mr. Reed. 

Mr. Reep. Thank you, Mr. McIntire. 

Mr. McIntire. Our next witness will be Mr. Herschel Smith of Mars 
Hill. Mr. Smith is a producer. And, Mr. Smith, if you will, for the 
matter of the record, please give your name and address and state 
the fact that you are a producer and shipper—which I know, but which 
we would like to have for the record—and indicate who you are repre- 
senting in your testimony today. You may proceed. 


STATEMENT OF HERSCHEL SMITH, MARS HILL, MAINE 


Mr. Smrrn. Well, my name is Herschel Smith, and I’m a grower- 
shipper from Mars Hill and the Westfield area. . 

Today I’m going to testify on behalf of the Potato Industry Council 
of Maine in opposition to trading on the New York Mercantile 


Exchange. I have my testimony drawn up here, so I’ll read it. 
[Reading :] 


Mr. Chairman and members of the committee, testifying for the opposition 
on behalf of the Potato Industry Council of Maine, I wish to express our appre- 
ciation to you for making it possible for us to appear here today. It is gratifying 
to us, as potatoes producers, to know that a conscientious attempt is being made 
to ascertain and correct the many detrimental features and practices of potato 
trading on the New York Mercantile Exchange. 

The testimony presented at this hearing will come far from reflecting the true 
picture of the portion of our industry who oppose future trading of potatoes. A 
large majority of the opposition consists of small growers who could not, or would 
not, express themselves in a public hearing. Let us keep in mind the fact that at 
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least 95 percent of our growers, whose only livelihood is growing potatoes, 
are opposed to potato futures trading. 

During the past several years the potato industry of our country has been 
battling the throes of revolutionary adjustments instigated by the war, price 
supports, and finally uncontrolled production. As the industry has fallen to the 
present-day point of insolvency, conversely this monster has arisen among us 
steadily and rapidly. Trading during the first quarter of 1948 consisted of less 
than 10,000 cars. Whereas, trading for the year ending May 31, 1955, was over 
200,000 cars, with deliveries amounting to only 1 percent of trading volume, 
In achieving this volume of futures transactions, a moderately speculative market 
has become a tremendous operation and spawn of professional speculators and 
gamblers. It is doubtful if as much as 10 percent of total trading is done by 
legitimate potato men. Hedging has entirely lost its value and become only a 
minor factor in the big gambling game. 

Futures trading potatoes has become an extensive business and a highly con- 
troversial issue throughout the industry. Much of the controversy is relative 
to sharp and rapid price fluctuations occurring during daily trading seasons. 
Although fluctuations in any normal markets are expected, many of us believe 
that heavy speculative trading causes great misrepresentation in cash market 
value. This speculation produces an overemphasis on highs and overemphasis 
on lows, with few if any periods of price stabilization. 

Proponents will go to great detail emphasizing that hedging is the principal 
economic reason for the existence of markets where futures trading is done. 
In our opinion, the hedging theory has been one of the most detrimental factors 
influencing the cash market, due to several reasons. Yirst: Many examples 
can be shown where growers make hedging sales to diminish price risks inci- 
dent to forward contracting and the extension of credit—then proceed to in- 
crease production to cover sales—thereby almost guaranteeing themselves a 
loss on the balance of their crop, plus the ruination of many other innocent 
growers who refuse to trade. Second: CEA’s most recent report indicates 
withdrawal of hedging positions before marketing of the bulk of the potato 
crop—leaving the market largely speculative. Third: We believe hedging tends 
to hold heavy supplies into late months thereby defeating an orderly marketing 
program, advocated by all leaders in our industry as a must for economic and 
financial stability to potato producers. 

A speculator is in business to make money. He does not have the commodity 
nor does he want it, but he does have money and by using this money, he 
expects to make more. To do so, theories of operation for potato futures trad- 
ing have been developed. This system is based on the fact that the Maine 
potato crop is comparatively small, is not under Government control, and by 
taking deliveries into one terminal only—is thus maneuverable. It is a fresh 
product. It is perishable. To these basic factors the speculator adds the 
theory that it is always easier to buy and sell low than high, and far easier 
to trade at low levels than at high levels. By constant selling pressure to the 
low side, these speculators have forced the potato futures market into a “bear” 
position and are in control the greatest part of the time. Another theory is 
cost factor. Trading a car at $2 involves less risk and money than trading 
at $4. Because it requires more money to trade a “bull” market there are less 
traders involved at high levels. With less traders involved, needed buying 
power declines with each advance, and a “bull” market never becomes as strong 
advancing as a “bear” market declining. The extent of losses are almost always 
heavier on the “bull” side and as a rule the “bull” has less opportunity to pro- 
tect himself than the “bear.” So the “bull” is vulnerable to the “bear” attack 
at all times. As the market declines, new sellers and buyers are added; thus 
the “easier to sell at low” belief. 

With buying power decreased at high levels, a “bull’? market becomes very 
vulnerable to “bear” attack. With a few “bear” individuals offering large 
blocks for sale, the market naturally turns from strong to stable to weak and 
a supply exceeds demand situation is created. When large blocks are offered, the 
more offering has a depressing effect. “Bull” operators involved at high levels 
become cautious and are forced to protect their position by selling. Thus a 
“bull” market is converted to “bear” and a cycle of “short” selling begins. The 
professional speculator is usually on the “short” side, as substantiated by CEA 
report—“A substantial part of large traders’ positions in potato futures were 
short hedging commitments during the planting and growing season, reaching 
a peak in October, 1954, near the end of harvest. 





FUTURES TRADING 9 


Those who use this theory of “short” selling use this and every bit of propa- 
ganda and information, false or otherwise, to create a constantly unsettled 
market. When a “bear” market runs its course, these “short” sellers withdraw 
to the “long” side and thus give impetus to moderate advances. Then again 
they start the cycle of decline by offering large blocks for sale, or by actual 
deliveries on the floor where futures are bought and sold, as rumor accom- 
panies almost every transaction. Meanwhile the grower, who has worked long 
and hard, used his judgment to the best of his ability and produced as he thought 
right, and with potatoes as his only means of income, is caught in this vicious 
eycle and must drift with the current. If the grower is fortunate and sells at 
the top of the cycle, the cycle starts downward and his produce is often rejected 
in the market on technicalities; 150,000 acres of potatoes represent a large 
number of growers who, as such, present no front or standard defense. Thus 
small groups of speculators can influence and cause changes in future prices and 
reduce the cash market to a floundering, demoralized mess. To this growers on 
the whole have little or no defense. 

Those who favor futures trading of potatoes deny any charge of manipulation, 
and claim there is no proof. Doubtless manipulation cannot be proven in a 
court of law, but by the same token neither can it be disproven. With the 
market responding to propaganda and influence, the evidence of manipulation 
or its presence is too strong to pass off lightly. : 

Many growers have made money hedging their crop. Even so, we believe 
that for every dollar of hedging profit, there will be an equal or greater cash loss 
to the industry. 

Another effect of futures trading is the encouragement of excessive planting 
by opening the November contract 6 or 7 months before the crop is ever planted. 
Early futures trading before the crop matures can and does force January, 
February, and March contracts to false highs or low levels. At the high levels 
growers hedge and hold. This causes high late season stock on hand, which 
depresses the cash market. This in turn causes futures prices to break, and 
the entire market structure collapses. This happens because an oversupply is 
falsely created in an otherwise normal crop year. Left to its own devices, an 
actual cash market would have progressed normally on a straight supply and 
demand. 

It is not denied futures may be used at a profit. But it should be realized 
everyone in the industry does not trade in futures. A man who does not use 
futures is left entirely to the tender mercies of manipulating speculators. 
Thus we have an industry with little control over the marketing of its own 
product. 

We do not contend to know the intricacies involving the technical operation of 
futures trading. However, there are several recommendations we would like 
considered. The majority of these recommendations were presented at a meet- 
ing between members of the New York Mercantile Exchange and the Potato 
Industry Council of Maine last spring—with no resulting corrective action. 
They are as follows: 

First: We would like the futures trading of potatoes to be discontinued. If 
this is not possible, we believe it should be more closely regulated and controlled. 

Second: That only a premium pack, possibly 244 minimum to 3% maximum 
be traded or delivered. 

Third: Limit trading to legitimate growers and distributors or buyers of 
potatoes. 

Fourth: Serious consideration be given as to reducing the 25 cents per day 
fluctuation allowance. 

Fifth : Consideration of some method of operation whereby a grower, who has 
the potatoes, would not be forced to put margins. The grower must pay to 
grow and harvest and store a crop, plus interest, and also pay principal and inter- 
est for the privilege of selling under present regulations. 

The potato industry of this great country has, during the past 2 years, been 
wholeheartedly endeavoring to put her house in order. Through organization 
and cooperation within the industry as well as with the Department of Agricul- 
ture, we hope to place our farming program on a sound financial and businesslike 
basis. Again we wish to thank you gentlemen of this subcommittee in particular 
for your interest and time devoted in holding these public hearings. 

We sincerely hope your time and ours will not have been spent in vain. 


Mr. McIntire. Thank you very much, Mr. Smith. Mr. Chairman, 
da you have some questions of Mr. Smith ¢ 
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Mr. Grant. I would like to ask him if he would make a guess as to 
approximately how many farmers or producers in the State use the 
exchange? 

Mr. Smirn. Well, I couldn’t make—— 

Mr. Grant. That is, in protection of the crop. 

Mr. Smrru. I couldn’t make an accurate guess, but I would say 
more farmers are forced into using the exchange than do it of their 
own free will because of the Seer done by financing, fertilizer, 
and so forth. I couldn’t guess as to what percentage go out on their 
own free will. 

Mr. Grant. Well, would you say it was a large or small percentage 
of the total growers ¢ 

Mr. Smiru. On their own accord or because they have to? 

Mr. Grant. On their own accord. 

Mr. Smiru. It would be very small. 

Mr. Grant. Thank you, sir. 

Mr. McIntime. Mr. Watts? 

Mr. Warts. Mr. Smith, in order that I might have a little bit of 
background on this, how do you market your potatoes? 

Mr. Smiru. Well, personally I grow them and I also have a sales 
office and we market them direct. The average grower here will 
grow his potatoes, and he may haul them in to a shipper or he may load 
them himself and sell them to a brokerage house here in the county or 
outside of the State. 

Mr. Warts. Well, are any of those potatoes sold over this exchange 
that you refer to? 

Mr. Smirn. Well, there’s only 1 percent of the sales that are de- 
livered on the exchange. Is that what you mean? 

Mr. Warts. Well, you mean 1 percent of the potatoes that are 
raised here and sold here go through the exchange ? 

Mr. Smiru. No. Last year there were about 5 cars sold on the 
board for every car grown, and only 1 percent of those sold were 
delivered. 

Mr. Warts. Well I understand that. But a former witness testified 
that there was something over 2,500 cars—— 

Mr. Sorru. Traded. 

Mr. Warts. Sold or traded on the exchange. And you actually 
produced something over 300 cars, Is that figure about right, 300 
actually sold? 

Mr. Smrru. Well, that was actual deliveries in 1 month. 

Mr. Warts. Well now, what I wanted to know, what percent of 
yout potato crop is sold, actually sold through thé exchange, if 
any ¢ ~™ te Oe en, he ee, 

Mr. Sairn. Well, there wouldn’t be three-tenths of 1 percent actu- 
ally delivered on the exchange. 

Mr. Warts. In other words, the exchange handles a very small 
amount of the sales of potatoes grown in this section ? 

Mr. Smirn. Other than paper contracts; yes. 

Mr. Warts. Paper contracts. Purely a speculative proposition—— 

Mr. Soiru. That’s right. 

Mr. Watts. Now how does the farmer go about hedging? 

Mr. Smiru. Well, most of the hedges here in the county are made 
through the fertilizer companies or brokers. And if you were a grower 
and you want to cover up on your fertilizer, you go to a broker and 


. 
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you buy so many tons of fertilizer at so many dollars; and then you 
sell—to cover up what the exchange market might be that day, you'll 
sell enough potatoes through this fertilizer dealer or through a brok- 
erage house to bring in dollars enough to cover an equal amount of 
dolla rs in fertilizer. 

Mr. Warrs. Would you make actual delivery of those potatoes 
under this contract? 

Mr.Smrru. No. They usually buy them back and deliver somewhere 
else. 

Mr. Warts. In other words, at the time you buy your fertilizer, then 
the people you buy your fertilizer or equipment from, require you 
to enter into a contract with them; that you will at a certain date 
deliver them so many bushels or barrels or pounds or however you 
sell them. I believe you sell them by barrels; don’t you? 

Mr. Smirn. If you sold them on this method, it would be so many 
hundred pounds in so many cars. 

Mr. Warrs. You make a contract to deliver so many hundred 
pounds to this dealer 
Mr. Somiru. Yes. 

Mr. Warts. Fertilizer dealer at such and such a time at such and 
such a price? 

Mr. Smiru. That’s right. 

Mr. Warts. Now what sets that price? 

Mr. Smiru. Well, they were probably booked at the board price 
that day or that minute. 

Mr. Warts. Although they are for future delivery? 

Mr. Sarrn. Yes. In other words, we might sell in June for March 
delivery the following year on the board. 

Mr. Warts. But you would sell at the current price for delivery 
at that time? 

Mr. Smiru. That’s right. 

Mr. Warts. And then you say those contracts are rarely carried 
out ¢ 

Mr. Smrru. They are rarely ever delivered. Actual deliveries are 
rarely ever made. 

Mr. Warts. Insofar as the exchange is concerned, it serves a very 
small purpose in marketing your potatoes ? 

Mr. Smrrn. In actual deliveries, yes. I’d say it was three-tenths of 
1 percent. 

Mr. Warts. I listened to your statement. Just how did you con- 
clude or what is your statement in regard to how the trading on the 
exchange i injures the producer ? 

Mr. Smitu. How does it injure them? 

Mr. Warts. Yes. 

Mr. Smirn. Well, I gave you that example there, the “bear” tend- 
encies and “bull” tendencies merely to show that trading tends to hold 
prices toward the low side, to the detriment of the grower. 

Mr. Warts. Do you have any figures that show the relationship be- 
tween the actual sale price of potatoes and the exchange price, as to 
whether they parallel one another? When 1 goes up, does the other 1 
go up, or does it run along together, or do they- 








Mr. Suirn. Well, that’s like the hen and the egg—which came first ? 
When you start looking back over the records—I think the memorial 
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stated that at one time last February the exchange price was 40 cents 
below the market price. 

Mr. Warts. Well, did the market price decline because the exchange 
price went down ? 

Mr. Smiru. Well, that’s the question. 

Mr. Warts. Well, that’s one way of determining whether it’s injur- 
ing or not, isn’t it? 

Mr. Smiru, It’s hard to say. Did the market price bring the ex- 
change down, or did the exchange bring the market down? 

Mr. Warts. Well, as I understood your statement, you said the ex- 
change price was 40 cents below the actual price the potatoes were 
selling for. 

Mr. Smrru. That was last February. 

Mr. Warrs. Last February. Well, did the fact that the exchange 
price was down 40 cents, did that drag the actual price down, or did 
the actual price still stay 40 cents? 

Mr. Smirn. Well, I can’t remember the special instance, but it 
would go down 10 to 20 cents a day and =p 10 or 20 tomorrow. 

Mr. Warts. That’s the exchange price! 

Mr. Smiru. Yes. ; 

Mr. Warts. Well, does your actual sale price usually fluctuate up 
and down with the exchange ? 

Mr. Smirn. Well, in the sales office when the exchange is jumping 
around like that, today there are plenty of orders. You can sell all 
the potatoes you can get your hands on. Tomorrow your exchange 
drops and you can’t give a carload away. The next day she will jump 
again and your office is full of orders. 

Mr. Warts. Your actual sales price, then, does fluctuate—— 

Mr. Smiru. Yes. 

Mr. Warts (continuing). With your exchange price? 

Mr. Smiru. Yes. But it leaves an unsettled market. 

Mr. Warts. And it does have a direct effect on what the farmer re- 
ceives for his potatoes ? 

Mr. Smiru. Yes. 

Mr. Warts. In other words, if the exchange goes down, it’s your 
experience that the price of potatoes goes down / 

Mr. Smiru. That’s right. 

Mr. Warts. If the exchange price goes up, the delivered price of 
potatoes goup? Is that pretty true? 

Mr. Smirn. Yes. I think the exchange is used as a medium to see 
what the price is. You talk to any grower today, and he’ll say, “What 
is the board doing?” The board is what sets the price. 

Mr. Warrs. In other words, your price of potatoes then is set by 
this board 

Mr. Smirn. Yes. 

Mr. Warts (continuing). Whether it’s up or down ? 

Mr. Suiru. That’s right. 

Mr. Warts. But even though your exchange is on future delivery 
of potatoes, does the price vary? For instance, if I bought on the 
exchange 10 carloads—I use carloads—of potatoes for delivery in 90 
days, would that be at a price that we would guess that the potatoes 
would be 90 days from now, or would it be the current price ? 
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Mr. Smiru. If you sold a carload of potatoes and deliver 90 days 
from now, you probably would be guessing that the price would be 
cheaper 90 days from now. That’s why you are selling today. 

Mr. Warrs. And the fellow that buys them, he’s guessing that the 
price is going to be higher 90 days from now ? 

Mr. Sorru. That’s right. 

Mr. Warts. But you do know that the fluctuation on the exchange, 
even though there are very few potatoes ever sold through it and 
delivered through it, does have a direct effect on the price that the 
producer gets? 

Mr. Smrrn. Yes. I could explain to you gentlemen. You are not 

otato growers, but last spring I was sitting on a block of potatoes. 

grew them, and I spent a year growing them and invested, borrowed 
the money. Then I use my best judgment. I looked over the political 
deal and the supply of potatoes and everything, and my best judg- 
ment, and try to decide when to sell, and then something comes up 
like last spring. The market goes up 10 cents today and down 20 
eents tomorrow. Then it might go up 20 cents the next day. If I 
happen to have to sell my car of potatoes on the day that it is on the 
top of the cycle, the chances are that the market would drop before 
I could get it into the terminal, and the car will be kicked over on 
a technicality, because the person receiving it stands to take a loss 
and he’s oing to do everything in his power to kick that car out of 
grade so that V’ll own it. 

Mr. Warrs. That’s on actual deliveries? 

Mr. Smirn. Yes. That is not on the board. This is in the com- 
mercial trading. 

Mr. Warrs. Now you made some reference to the 25-cents-a-day 
fluctuation. Now I wish you’d explain that to me; I’m not familiar 
with it. 

Mr, Smirn. Well, I’m not too well versed on the intricacies of trad- 
ing, but I understand that the rules of the board say that potatoes 
can fluctuate 25 cents a hundred pounds per day. 

Mr. Warrs. And not over that? 

Mr. Smirn. And not over that. Except in the month that is being 
traded I understand it can fluctuate as high as 50 cents. 

Mr. Warts. I guess that’s all, Mr. Smith. 

Mr. MoIntire. Thank you. Mr. Dague? 

Mr. Dacur. Nothing. 

Mr. McIntire. Mr. Smith, for the record, you are speaking for the 
Potato Industry Council. You’re an officer of the Potato Teatey 
Council; are you not? 

Mr. Sarru. I ama director, but I was appointed to testify in behalf 
of the Potato Industry Council in opposition to trading. 

Mr. McIntire. In opposition. But for the record would you state 
what the Potato Industry Council is, so that that would be in the 
record to reflect the group for whom you are speaking in an opposition 
position ¢ 

Mr. Sarru. Well, there are approximately 4,000 potato growers in 
the State of Maine, and the Potato Industry Council is supposed to be 
representative of those 4,000 growers. 

Mr. McIntime. And the State is divided into districts? . 

Mr. Smiru. Yes. 

72795—56—pt. 13 
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Mr. McIntire. And the board has representation from each of these 
how many districts ? 

Mr. Siru. Five districts. 

Mr. McIntire. Five districts. So that it is an organization which 
has for its base a rather cross section membership and, drawing out of 
that, attempts to get a cross section of industrywide positions and 
opinions in matters related to the industry ? 

Mr. Smrru. That’s true. 

Mr. McIntire. Fine. Now coming back to some parts of*this issue. 
I know that you are very familiar with trading, buying and selling of 
potatoes, because that is a part of your operation. I know, too, that 
you are also conversant from day to day as to prices, Also, I am quite 
sure, you are conversant with day-to-day activity, both in the trade 
and on the board. 

I’d like to have your opinion as to the influence in market informa- 
tion which is exerted by the sheets put out every day by those who 
hold a seat on the exchange, you might say, or have trading privileges 
on the exchange. Am I advised correctly that there is a service either 
by fee or by subscription list wherein there are daily reports going 
out from brokers or trading members of the exchange, and that these 
reports sort of blanket the industry with information or opinions on 
the part of trading members? Are you familiar with that 

r. Smirn. Yes; there are any number of those bulletins put out 
by the different companies, and in my opinion it’s just another man’s 
guess what the supplies are or what the market’s going to do. You 
can take it as any other piece of propaganda. 

Mr. McIntire. Well, in your opinion do those reports serve con- 
structively, do they have a constructive a in coe geo a the trade 
just what is going on? Or do you think that they at e influenced 

y the position of the respective trader or something like that ? 

Mr. Seen Well, I couldn’t judge whether they were detrimental 
or advantageous. 

Mr. McIntirz. Yes. 

Mr. Smirn. As far as I am concerned, I get several of those bulletins, 
and in my estimation, probably no two of them agree; it’s just another 
man’s guess. 

Mr. McIntire. Yes. Now you referred to a meeting of exchange 
officials with the Potato Industry Council. I believe that was last 
winter sometime or late winter ? 

Mr. Smiru. In the spring. 

Mr. McIntire. In the spring? 

Mr. Smiru. Yes. 

Mr. McIntire. Do you know whether or not the exchange officials 
in New York ever met with the Industry Council before, to sit down 
with producers to discuss their mutual problems in relation to this 
futures trading ? 

Mr. Smirn. To my knowledge that was the first meeting, and that 
ae was called or brought about by the Potato Industry Council 
of Maine. 

Mr. McIntire. In other words, it was not entirely through the 
initiative of the officials of the exchange that they sat down with the 
people here who had a great deal of interest in the activity of the 
exchange? In other words, it was through the initiative of the in- 
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dustry that the exchange officials came up here and sat down and 
discussed this problem ¢ ee 

Mr. Smirn. The Potato Industry Council of Maine invited the 
officials up here. 

Mr. McIntire. And, in view of the intensity of interest on the 
part of producers up here and their deep concern over this trading 
activity, it took the industry. The industry had to take the initiative 
before the exchange officials would come up here and sit down with 
these folks who were vitally concerned? Is that about the situation ¢ 

Mr: Su1ru. That’s true, and we aired our gripes, so to speak, and 
to date there has been absolutely no corrective action taken in regard 
to the recommendations, or whatever that were made at that oe 

Mr. McIntire. You made a suggestion as to delivery point, multiple 
delivery point. Would you have any specific suggestion as to what 
markets those might be ? 

Mr. Smirn. No, I didn’t. The only reason I made that is because 
it seems that it’s a little easier to throw the market down if a large 
trader wants to deliver a large block of potatoes into one destina- 
tion. And, of course, it has been eased somewhat by changing— 
they used to trade 100-pound sacks which were a drug on the market. 
And no market used 100-pound sacks, and up until the last year it 
was all 100-pound sacks. And to deliver 50 cars of 100-pound sacks 
into Harlem River just killed the market. Now it has been changed 
to 50-pound sacks. And I think it could be eased somewhat more if 
there were several destination points. 

Mr. McIntire. Well, isn’t one of the problems of one delivery 
point centered in the fact that you have to divert south and west out 


of that point? You can’t afford to backhaul, and if a had a multiple 
i 


delivery point, and, particularly if there were a delivery point nearer 
to the shipping point, it would ease the diversion problem of a car 
that re was delivered ? 

Mr. Smirn. Well, I wouldn’t dare say without quite a lot of study 
what the points should be. Boston might be one, but then again, 
they might divert them out of there into Harlem River, and you’d 
be right up against the same thing again. 

Mr. McIntire. Yes, yes. Thank you. Well thank you very kindly, 
Mr. Smith, for your very fine statement. We appreciate the thought 
that you have put into it. Now do you have an extra copy of your 
statement ? 

Mr. Smiru. Yes. 

Mr. McIntire. Would you file that with the clerk if you have an 
extra copy? And might I say to any witness who has his state- 
ment prepared in typewritten form—the clerk is right here and we 
wish you would file a copy of it with the stenotypist. 

Mr. Heimpurcer. Before they start speaking. 

Mr. McIntire. Before you start speaking. Thank you, John. Now 
the next witness is Mr. Gordon Robertson. May I say, Mr. Robertson, 
we are very happy to have you as a witness, and, if you will, please state 
to the clerk your name and your business affiliations. I can say that 
Mr. Robertson is one thoroughly familiar with both the production 
and the marketing end of the potato industry here in Maine, and one 
who has had close contacts in futures trading. We are very happy 
that you could take time to be with us and give us the benefit of your 
thoughts, Mr. Robertson. 
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STATEMENT OF GORDON ROBERTSON, CARIBOU, MAINE 


Mr. Ropzertson. Thank you. Mr. Chairman, gentlemen of the 
subcommittee, my name is Gordon Robertson, and I am connected 
with Beaver Brook Farms, Inc., of Caribou, Maine. I conduct a 
brokerage business, potato merchandising business. I’m also connected 
with the fertilizer industry in the State of Maine. I’m past director 
of the Potato Industry Council, and at the request of the Potato 
Industry Council I am appearing today. Mr. Smith, whom you’ve 
just heard, has been asked by the council to represent the people who 
were opposed to the exchange, and I’ve been asked to represent the 
members of the council who are not opposed to the exchange. There 
are many of that opinion; more, perhaps, than would be apparent on 
the surface. These people have given the matter a lot of study. They 
have formed their opinions not in a hasty and perhaps a somewhat 
hysterical manner, but from actual experience in the use of the ex- 
change and the benefits derived therefrom. They have seen the tre- 
mendous advantages offered by the hedge principle, the only way 
outside of direct Government support that this industry has ever 
been able to determine an indication of price for its product before it 
is definitely committed to its growth. Tome that is a tremendous step. 
Up until the advance of the exchange and the hedging principle being 
used as it is now, no farmer in this area had any idea what price 
he would obtain for his product until he was committed, until his 
investment was made. And I believe you gentlemen will appreciate 
the importance of this when it can be said that the average Maine 
potato grower has more invested in his growing crop than his farm 
is worth. 

It is of utmost importance to him that some determination of price 
be made before he must commit himself to this extent. These people, 
these members of the council, also receive the advantage of a public 
auction type of pricing. There are no secrets in quotations based on 
the free trading that is possible, and, in fact, is mandatory on the 
exchange. All quotations of trading are placed on public outcry. The 
growers in this county, particularly the State in general, have never 
been better supplied with actual, accurate price information. Nobody 
can take advantage of a grower when New York Mercantile Exchange 
quotations are available, and they are available. 

These growers, these people, members of the council who are in 
favor of the exchange trading, also remember the old methods used 
by outside speculators who would come to Maine in the spring in the 
hope of taking advantage of the poverty of the Maine grower. In 
those days the price of potato contracts for future delivery were de- 
termined only by the poverty of the farmer. 

How low the price might be was determined on how hard up the 
farmer was and how much he had to have to advance payment paid 
on potatoes to be grown next year, not on the supply and demand as 
it is now run. It is only human to want to blame something for any 
adversity that we might encounter, and here in Maine we have had 
several scapegoats in the past. The exchange was the newest one. 
Their troubles stem from much more fundamental things than the 
trading of potatoes for future delivery, based, perhaps, on the fact 
it would be much easier to overlook things that would entail some 
change on the part of our operation of our business. We always, I 
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think, had much rather find some other reason than the one that 
is in our own ability to change. These things that I have reference to 
are overproduction, or underselling, marketing practices, trading, 
sizing, et cetera. They are the really important issues, and time 
spent, in my opinion and in the opinion of the people that I represent 
today, the time spent on these unimportant issues, or any unimportant 
issues such as the excuse that the ills of the industry are determined 
by the exchange, to our opinion only takes away time that should be 
spent on the real problem of the nee 

I could take a lot of your time. I have, however, 1 or 2 farmers 
here who said they would prefer not to testify formally or prepare a 
statement, but would be pleased to answer any questions that I might 
ask them. And if I have your permission, I would like to call on 
three farmers and ask them perhaps a key question and allow them 
to give you that opinion, if that would be permissible. 

Mr. McIntiee. Certainly it would, certainly it would. 

Mr. Rosertson. Thank you. Mr. Holly Rutland. Gentlemen, 
Mr. Rutland is a farmer in the Presque Isle area, and a successful 
one. He has grown potatoes for a number of years, and I think would 
meet with the approval of all the people locally present to say that 
he is not only a successful farmer, but is a good businessman. Mr. 
Rutland, would you give the committee your opinion on the value of 
the hedge principle as made available through the New York Merean- 
tile Exchange? 


STATEMENT OF HOLLY RUTLAND, PRESQUE ISLE, MAINE 


Mr. Rurianp. Well, from my understanding of it, it is nothing more 


or less than an insurance. Now to explain what I mean by that, in 
the spring when I’m preparing to plant potatoes, it involves quite a 
lot of money. And usually I don’t have that much. I’m like most 
of the farmers. I’ve got to borrow at times. And to walk into a 
bank or to a lender and just state that I want to borrow $10,000 to 
grow potatoes with isn’t very convincing. But to walk in and say 
that I want to borrow money to produce my crop with this year in 
addition to what I have in order to insure that you will be paid, I 
have sold on the exchange so many cars of potatoes at a specified price 
which represents whatever percent it may happen to represent of my 
crop. I find that that is of immense value. 

Mr. McIntire. Well, Mr. Rutland, may I interject a question 
there? You’ve been a seed grower for a long while? 

Mr. Rutuanp. Yes, sir. 

Mr. McIntire. Do you find that the exchange is a better vehicle 
through which to make advance sales than that which prevailed for 
many years in the seed side of our industry, whereby firm sales were 
made and the producer received a deposit of a couple hundred dollars? 
Under the exchange hedging principle, the producer has to put up $200. 
Now which of those two principles of marketing do you find more ad- 
vantageous ? 

Mr. Rut.anp. Well, they tie into each other very closely. Usually 
T can make firm sales, and in that case they pay the money tome. [ 
can’t always make as-many firm sales as I would like to make. And 
all of my potatoes eventually I have to move on firm sales anyway—— 

Mr. Bciiercin. Right. 
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Mr. Rurianp. And I like to sell a certain portion of my crop as I 
go along. I like to sell, oh, 20 percent of it at the time of planting; 
perhaps another 20 percent by the 1st of December; another 20 per- 
cent by the 1st of February; and the balance in time to clean up. I 
know that those potatoes must be sold firm. However, there are times 
when I can’t sell potatoes on firm sales advantageously. Right now is 
one of those times. And when I cannot keep my selling schedule by 
making firm sales, I like to sell on the board. 

Mr. McIntire. Well, as a seed grower and one who has had a lot 
of experience in selling seed, do you think there is any less selling 
for firm delivery on seed today than there used to be ? 

Mr. Rurianp. Early selling, yes; there is. 

Mr. McIntire. Do you think that the availability of the exchange 
as a place to trade has influenced that pattern of seed selling for future 
delivery which we used to make on a firm basis? 

Mr. Rutrianp. It has had its effect to this extent. In a year when 
a crop looks sharp, the buyers don’t bother with the board. They 
want to make firm purchases. They want to know where their seed 
is coming from. And they will, if the board is low, buy on the board 
as a hedge, buying just the same as we up here in an adverse position 
will use the board for hedge selling. Then they will consummate their 
firm purchases as quickly as they can and get off the board. Well, 
in a year like that, in my case, I find no necessity for selling on the 
aoe because I can make plenty of firm sales. But in a year like 


this, when firm sales are hard to make, I can assure myself of a speci- 
fied price by selling on the board, knowing that if the board goes 
down, potatoes are going to go down, too. Or, puiens it the other 


way around, that if potatoes go down, the board will go down, too, 
and while in the aggregate I will neither have made or lost money 
by the deal, because if I make a profit on my potatoes, I’ll lose it on 
the board; but if I make a profit on the Sok I lose it on the sale. 
But the net result is that I have established that particular price for 
market potatoes which I get from one place or the other, either the 
board or selling potatoes themselves, depending on which way it is. 

Mr. McIntirg. As a producer, now, you are in a hedge deal here ? 

Mr. Rurianp. Yes. 

Mr. McIntire. As a producer, how many of your sales, I mean just 
generally percentagewise, did you make on the board that you actu- 
ally make delivery on? 

Mr. Rurianp. Well, Mr. McIntire, when I sell on the board, it’s 
strictly as a hedge. 

Mr. McIntire. Yes. 

Mr. Ruttanp. I have no intentions of delivering certified seed on 
the board. 

Mr. McIniime. Not seed; no. I was thinking of tablestock. I re- 
alize yours is mostly seed. But you as a seed grower use it entirely 
as a hedge—— 

Mr. Rurianp. Yes; that’s right. 

Mr. McIntire. And you do not actually have a home for those 
potatoes, but you’re confirming them pricewise ? 

Mr. Ruttanp. Just confirming the price is the only advantage of 
the exchange to me. And that is a tremendous advantage in confirm- 
ing the price—— 

Mr. McIntire. Yes. 
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Mr. Rutianp. On the potatoes. 

Mr. McIntire. Any other questions? 

Mr. Warts. Can I ask him ? 

Mr. McIntire. Yes, yes; certainly. 

Mr. Warts. I didn’t get the name. 

Mr. Rurnanp. Mr. Rutland. 

Mr. Warts. Mr. Rutland, after listening to your statement, I want 
to ask you this question. In your opinion, do the board sales set the 
pe of the firm sales or does the firm sale set the price of the board 
sale 

Mr. Ruttanp. [Laughing.]| We had a gentleman here a few 
minutes ago who answered that by saying, which came first, the hen 
or the egg! If one takes into consideration the technical position of 
the market at any given time, meaning by that the amount that has 
been moved naturally, as compared with the ones that are to be moved 
naturally, one doesn’t have to go to the board to decide whether the 
trend is going to be upward or not; because those facts are more or 
less obvious when you have the information at hand. For instance, 
to illustrate what I mean, there will be released shortly after the 1st 
of January, the 10th of January, I think, holdings report of mer- 
chantable stocks of potatoes on hand. Now if that report indicates 
a —_ of potatoes substantially above what the Nation normally 
will use in the period during which those potatoes must be marketed, 
there will be a decided slump both on the board and in firm sales. 
If it should indicate about an even balance or less potatoes than the 
country will normally use during the marketing period of those 
potatoes referred to, the market in all probability will go up. Now 
both the board and your firm sales are going to do the same thing. 
It’s entirely possible that the board may lead, because the board as 
a general rule represents the composite thinking of more buyers and 
sellers than does an individual transaction on a car of potatoes. 

Mr. McIntire. Will the gentleman yield right at that point? 

Mr. Warts. Yes. 

Mr. McIntire. Your statement that the board represents the com- 
posite thinking of the buyers and sellers at any particular moment— 
what would be your idea of the number relatively, of those buyers 
and sellers at that particular moment who cctaialty want a car or 
have a car for sale? How much of that activity is represented by 
those who are actually interested in the aati itself? Would 
you have an opinion on it ? 

Mr. Ruruianp. Well, yes. My opinion would be that it would be 
almost infinitesimally small, because many farmers who produce pota- 
toes aren’t in a position to ship a carload or market a carload of 
potatoes except nak someone else. The great bulk of your users 
of potatoes on the other end, the retail stores, your little tiny whole- 
salers, retailers, aren’t buying enough to handle a whole carload of 
potatoes at any one time. I might qualify that by saying it repre- 
sents the composite thinking of those who want to buy or sell potatoes 
at that particular moment. 

Mr. McInvire. I see. Pardon me, Mr. Watts. 

Mr. Warrs. I think that’s the question. I was just trying to fix in 
my mind whether some people in New York just purely speculating 
on the market of potatoes were setting the price of potatoes in the 
growing district, or wherever they might be grown, or whether the 
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actual supply and demand for potatoes and the actual market situa- 
tion prevailed and influenced the price on the board. 

Mr. Rurianp. We, of course, have our option of selling or not, 
either firm or on the board. In other words, practically no ore 
appears to take all of the offerings they get for a car of potatoes. 
People call me up and offer me a price of a car of potatoes. If it’s 
low, I’m under no obligation to sell. If the board is lower than I 
feel a hedge sale would be justified, I just don’t hedge on it then. 

Mr. Warts. Thank you. 

Mr. Roserrson. Thank you very much. 

Mr. McIntire. Thank you, Mr. Rutland. 

Mr. Rozerrson. Would Mr. Frank Shaw step forward, please? 
Mr. Shaw is a grower in the Presque Isle area, and again a successful 
one, and one whose business experience is, I think, without question. 
Mr. Shaw, the particular point that you mentioned when we discussed 
this hearing before was the ability that the exchange afforded you to 
trade a large quantity of potatoes that you owned yourself in a short 
time, if you so desired. Would you like to elaborate that point? 


STATEMENT OF FRANK SHAW, PRESQUE ISLE, MAINE 


Mr. Suaw. My name is Frank Shaw, and I raise around 140 acres 
of potatoes. Take last spring, for instance, I believe, when I started 
hedging my crop. There was no market for any other potato. I think 
you will check out they were around $3 a hundred in New York. 
And there was no other place where I could go to sell a barrel at that 

articular time. I hedged most of my crop, and I’ve done it for the 
ast 3 years, and it’s worked out very satisfactorily. 


Mr. Ropertson. Mr. Shaw, we'll say for a matter of supposition 
that you at this period of year, you held fairly heavy stocks, say some- 
thing in the nature of, say, 20,000 barrels of potatoes, and you’ve had 
a feeling that the market was perhaps going to suffer a decline; that 
the stocks-on-hand report to be issued as of January 1 would be 
“bearish” and you had a lot of potatoes left. What would be your 
natural method of implementing your judgment ? 

Mr. Suaw. Well, I’d sell them, but the only place I could sell that 
amount of potatoes would be on the board, on the Mercantile. And 
I sold a bunch of them last spring, and I sold a bunch of them some 
time ago. 

Mr. Roserrson. Now what would be the normal procedure after 
you have sold those potatoes on the exchange? Would you ship them 
to the exchange? 

Mr. Suaw. No; I never have. I’ve always bought them back. 

Mr. Rozerrson. And sold them in normal trade channels? 

Mr. Suaw. And sold them through normal channels which I have 
already, to a great extent, this year. 

Mr. Rorerrson. Then you would have used the exchange as a price- 
insurance device? 

Mr. Suaw. That’s exactly right. 

Mr. Rogertson. In your opinion, would that explain why there are 
such a small number of potatoes delivered on the exchange as com- 
pared to the number traded ? 

Mr. Suaw. It’s that way, I believe. 

Mr. Rozertson, Are there any questions? 
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Mr. McIntire. Do you gentlemen have any questions? 

Mr. Warts. I’m trying to find something out about the potato indus- 
ot. Is hedging open to all growers irrespective of size and financial 
ability ? 

Me Saag That is right. And I don’t believe there’s a farmer in 
Aroostook County that we’ll say is on the up and up, but what he 
would go to the bank and protect him for a certain portion of his 
crop on the exchange. 

Mr. Warts. Then I was wondering if you might get in a position 
where you sold your potatoes on the hedge. I guess, though, if you 
grew them, you could deliver them always. And then the price sud- 
denly went up, why he had to pay off, and I wondered if the people 
he hedged with took a look at your financial condition at the time 
they let you make that sale? 

Mr. SHaw. Well, I suppose maybe. 

Mr. Warts. I just wondered how it worked with the little grower 
who didn’t have much financing back of him. 

Mr. Suaw. If the little grower would sell on them, which is really 
what it’s for, and not to buy on it. If he’s a farmer and raises potatoes, 
why he can ship them or he can buy them back when it comes the 
month that he’s supposed to deliver. 

Mr. Rornertson. May I attempt to clarify the question and answer? 

Mr. McIntire. Yes. Mr. Robertson, just into the mike. The folks 
back in the room are interested. 

Mr. Roserrson. In order to clarify that answer or question or to 
make things more clear, shall we put it, I handle a good many hedge 
trades for the small growers. Usually, that is the bank or the lending 
agency that is involved. And then the broker involved usually gets a 
commitment from the bank or the lending agency that. they will pro- 
tect the hedge. So that. no matter how small the farmer is, he is in 
no way denied the privileges of the exchange, if he is worth the credit ; 
he must. be an honest man. But that is about the only restriction 
there might be if he owns the potatoes and has a normal bank or 
lending agency which he deals with, he is not denied the privileges of 
the exchange. 

Mr. McIntire. Would you put into the record right at that point 
the deposit required on the part of the seller? Just so as to get 
a little further clarification on some of these details for the members 
of the subcommittee ? 

Mr. Ropertson. Yes. 

Mr. McIntire. How much money does he have to put up and in 
what way does he have to put up additional money if there’s a change 
in the deal? Would you just put that in the record ? 

Mr. Ronertson. Yes. I would be glad to. In order to initiate a 
trade in the exchange, either the buyer or the seller must guarantee 
in the one case, his delivery of the potatoes, and in the other case, his 
acceptance of the potatoes, by an initial deposit in cash. This de- 
posit is $195 per car, and that must. be put up at the initiation of the 
trade. Now, should the market go against. either buyer or the seller, 
then an exchange of funds takes place. The seller who has sold too 
cheap, must put up whatever the market has gone against him in order 
again to protect. the other side of the trade. The person who has 
bought that car can retain or draw down that amount of money, so 
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that there is a constant exchange of cash. But at each closing price, 
the person who has either bought or sold and is ahead of the game, 
shall we say, is fully protected, and in that way a tremendous ad- 
vantage accrues, so at no time can a farmer who has hedged his crop 
at, we'll say $5 a barrel, and the market goes at $1, can he ever lose 
anything because of default on the part of the person who bought 
that car. Similarly, of course, it works the opposite way. If the 
farmer has sold at a dollar and the market goes to $5, the buyer is pro- 
tected by the cash that has been put up by the grower. 

Mr. Warts. Well, is the $195 sufficient to cover the difference ’ 

Mr. Roserrson. No, that $195 is a deposit that is maintained. Any 
minor fluctuation above or below must be in addition to that $195. 

Mr. Warts. To adjust it. 

Mr. Roserrson. I have said if the market should go up 10 cents 
per hundredweight, the short seller, the man who has sold at, we'll 
say, to put it in specific prices—if a man sells a carload at $2 per 
harpdvedoehatts he then is committed to deliver a carload of potatoes 
at $2 a hundredweight. If the market should go to $2.10, then 10 
cents per bag is required of him to bring his deposit up to the level of 
the market. 

Mr. Warts. On top of the $195? 

Mr. Roserrson. That's right. 


Mr. Warts. If a man takes actual delivery of them 

Mr. Rosertson. That’s all returned to him. 

Mr. Warts. All returned to him? 

Mr. Roserrson. Oh yes; both the $195 and the additional. 

Mr. McIntme. Just one question, though, at that point, for the 
record. When does he have to make the payment on the increased 


margin required ? 

Mr. Rosertson. The word I believe is immediately. It depends 
on who he is trading with or what his normal relationship is with the 
broker. But his broker is duty bound by the rules of the exchange 
to request that money immediately. Normally by course of mail or 
the normal practice of the trade is followed. I mean, nobody has to 
run in with the money off the farm or the tractor or something like 
that. It isn’t quite that severe, but it must be done and it’s essential 
that it be done, or this entire method of trading would lose its advan- 
tages, as you can see. 

fr. McIntire. And failure to meet that, of course, is subject to 
liquidation ? 

r. Ronertson. That is correct, yes. I should say, though, in that 
regard, I have traded for growers in this area many, many thousands 
of carloads of potatoes. In fact, I think it could be hundreds of 
thousands, and I have never yet had to close an account out because 
of the lack, of margin money. 

Mr. Dacur. Out of my ignorance, I’d like to ask a question. Is the 
selling on the board and buying back—is there any analogy between 
that and taking a loan on the wheat and if the crop goes up you buy 
it back, or if it skumps, you let Uncle Sam pick it up? 

Mr. Rosertson. Unfortunately it isn’t that good. [Laughter.] 

Mr. Daeve. There isn’t any guaranty? 

Mr. Rosertson. No. The only guaranty is the price that you sell at. 
You can never get less than that. 

Mr. Dacor. Yes. 
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Mr: Roserrson. But if the market should go up, you don’t have the 
right to buy it back at that same price and taking advantage of the 
market, unfortunately. 

Mr. McIntire. This is with recourse, in other words? 

Mr. Roserrson. That’s right. You’ve made a firm sale, I would 
like to mention there for the record, too, in the exchange of conversa- 
tion between Congressman McIntire and Mr. Rutland a little while 
ago, the words “firm sale” as opposed to “exchange sale” were used. 
1 think the word would be better described as the sale of actual pota- 
toes as opposed to a sale of a contract—— 

Mr. McIntire. Right. 

Mr. Rosertson. Because both were used. 

Mr. McIntire. Well, you are right, yes. 

Mr. Ropertson. Are there any other questions of Mr. Shaw? 

Mr. MoInrire. I think not. Thank you, Mr. Shaw. 

Mr. Rosertson. I’d like to have Mr. Jerry Glidden come forward. 
This will be the last one. Mr. Glidden, would you introduce yourself, 
please ? 


STATEMENT OF JERRY GLIDDEN, PRESQUE ISLE, MAINE 


Mr. Guippen. My name is Jerry Glidden. I’m a potato grower, one 
of the smaller growers. My acreage this year was 38, so I think I can 
be considered one of the smaller growers. Mr. Chairman, could I ask 
a question ¢ 

r. McIntire. Well, if you ask it of these gentlemen, yes. 
Mr. Guippen (laughing). O. K. I would like to know if the pur- 


pose of this hearing is to determine if the exchange should be com- 
pletely abolished or if it is to determine that certain things should be 
corrected ¢ 

Mr. MeIntire. As I announced at the beginning, the purpose of this 
hearing is to bring together into a record the recommendations and 
opinions of those interested in the production and trading of potatoes 
as related to the mercantile exchange, and as I stated, this committee 
has no preconceived conclusions 

Mr. Guippen. I see. 

Mr. McIntie. In this matter at all. 

Mr. Rosertson. Mr. Glidden, just to start off, in your opinion, would 
you think the potato industry would be served better if the exchange 
were not in existence / 

Mr. Guippen. Well, I want to state at the outset, gentlemen, that 
I’m speaking wholly for myself. I ama member of the various potato 
organizations, past director of the industry council. Personally, I 
would not attempt to speak for anyone but myself. My experience has 
been, like the two previous gentlemen who testified, that I have been 
able to use the exchange with a great advantage to myself, because I 
find to me it’s an insurance policy. One thing I'd like to state, that it’s 
probably the only market medium that is available for at least 12 
months out of the year. In fact, as of now, if I so desired, I could 
start to hedge on my next year’s crop, as of right now. And of course 
as you know, that crop hasn’t even been planted yet. But from my own 
experience, I would certainly hate to see the exchange abolished, 
because to me it has a very definite advantage. 
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Mr. Rornertson. In your opinion, Mr, Glidden, is it possible to do a 
more intelligent selling job on an inventory of potatoes if you have 17 
months in which to decide whether you want to sell it or not, or 3 or 4 
months ? 

Mr. Guippen. Decidedly, because instead of having to market your 
crop after it’s dug and in storage, you have a whole year—more than 
a year—in which to market your crop.. And I think I’m correct in 
that I don’t think there’s ever been a year since the mercantile has 
been in aparsien but that at some time it’s been possible for the 
grower to hedge his potatoes. I may be wrong. 

Mr. Ropertson. Any questions ? 

Mr. McIntire. Any questions here? Mr. Glidden, is it your con- 
sidered opinion that the price on the board at any one time is a price 
which truly reflects all of the things which go together to determine 
what prices are at any one time—as much as any other price might 
reflect—the free flow of information and the demand and supply factor 
all balanced in. Do you feel that the price on the board is as reflective 
of those factors as the price on the street ? 

Mr. Guippen. Well, my own honest opinion is, Mr. McIntire, that 
prices on the board from day to day are a cross-section of the opinion 
of the best-informed people in the business. That would be my honest 
opinion. 

Mr. McIntire. And that you’re confident that that price is as sound 
a price as all those factors together can make up at any one time? 

Mr. Guippen. That’s my understanding. 

Mr. McIntirz. Yes. 

Mr. Gurppen. I might add one thing that I think that probably crop 
reports and potatoes, stocks on hand, have a greater bearing on the 
price of potatoes than any other individual factor. That would be my 
opinion. 

Mr. Rosertson. Thank you very much. That concludes—— 

Mr. Guwpen. Thank you, Mr. Chairman. 

Mr. McIntime. Thank you, Mr. Glidden. 

Mr. Rosertson. That concludes what I had prepared. And if 
there are any questions before I leave, I would be glad to answer them. 

Mr. Daaur. Do the Department of Agriculture reports affect or 
do you think they have any direct effect—we had some complaints last 
year from the apple producers. The Department’s prognostications, 
they said, adversely affected apple prices at the time. They tended 
to depress the price. Do you think they affect the potato industry 
to any marked degree? 

Mr. Rosertson. Unquestionably reports, production reports, or 
stocks on hand affect the price of commodities in a very radical way. 
We, like the apple man, we are all in favor of Government reports 
when they indicate short supplies, but when they indicate oversup- 
plies, we don’t like them at all. [Laughter.] 

But they do have a definite effect. 

Mr. McIntire. I have just one question or two, Mr. Robertson, that 
I would like to get your thoughts on. There has been quite a lot of 
thought—not only in potato trading, but in other trading—relative 
to multiple delivery. Do you think that is something that should be 
given pretty careful consideration? I appreciate it’s entirely within 
the jurisdiction of the board of governors of the New York Mercantile 
Reckange and it is not necessarily a matter of law. 
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Mr. Rosertson. Yes, sir; I do believe that anything of that nature 
should be given considerable consideration. I think previous testi- 
mony has indicated that the New York Mercantile Exchange’s direc- 
tors didn’t appear to have any great deal of interest in what happened 
to the potato industry. 

Mr. McIntire. Yes. 

Mr. Roszertrson. Testimony was given which indicated that the 
meeting that was held last May was the first meeting and that it was 
held at the instigation of the industry here. That is not the case. 
I think the record will prove that the New York Mercantile Exchange 
itself called a meeting previous to that one by several months, at 
which several members of the council here attended in New York, 
and matters pertaining to the contract were discussed fully. And 
particularly the change that was made in the contract from hundreds 
to fifties. So I would like to make that small correction. 

Mr. McInrire. Glad to have that. 

Mr. Ropertson. I think credit should be given where some small 
credit might be due. 

Mr. McIntire. Absolutely. 

Mr. Rosertson. The question of multiple deliveries has been dis- 
cussed at every meeting that I have attended of the exchange. In 
fact, not only that question, but many others have been diseussed 
fully, and it is understood by the exchange, who, of course, is exactly 
the same as talking about the Government. It’s the people who are 
involved in the trading of the New York Mercantile Exchange— 
every member has a vote. Anything wrong with the exchange 
shouldn’t be blamed to the exchange. It should be blamed to the 

ople who have elected the people who made these rules. They 

ully realize that there is no such a thing as a perfect contract. It’s 
just impossible. But they believe firmly, and I agree with them, that 
the present contract, after a tremendous amount of consideration, is 
robably as sound as one could be written, for many, many reasons. 
here will always be some disadvantages. There would be anywhere. 

Mr. MoInriee. And after careful consideration on the part of the 
board of governors of the exchange, this matter of the multiple de- 
livery has not been put into effect, because they feel it is not a con- 
structive step ? 

Mr. Ropertson. There are several disadvantages involved, and that 
has been the reason that no action has been taken. I wouldn’t say 
that no action could not be taken in the future—— 

Mr. McIntire. Yes. 

Mr. Roserrson. But up to this time the disadvantages have out- 
weighed the advantages, and believe me, the discussions in the ex- 
change are just as much heatedly argued in favor of the seller as of 
the buyer, because everyone represents both. 

Mr. McInttre. Could you describe for the record how the man- 
agement of the exchange is made up? There isa board of governors? 

Mr. Rozsertson. Not in that way. There is an executive committee 
and various committees such as the potato committee, the egg com- 
mittee, the onion committee, and so on, and each one of these has to 
do with the particular trading in their commodity. The executive 
committee would be what I think would be classed as the board of 
governors, but it’s composed of the officers of the exchange and the 
group that is elected. 
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Mr. McIntirz. Who elects the—— 

Mr. Rozertson. The members of the exchange. 

Mr. McIntire. Who are the members? 

Mr. Roserrson. Anyone who owns a seat on the exchange. 

Mr. McIntire. That constitutes membership ? 

Mr. Rosertson. By membership, which is really a kind of a seat. 

Mr. McIntire. Yes. And those are folks all over the country ? 

Mr. Rozertson. Yes, sir. Many, many farmers in Maine are mem- 
bers of the exchange. 

Mr. McIntire. Members of the exchange? 

Mr. Rosertson. Yes. 

Mr. McIntirt. They don’t necessarily hold a seat ? 

Mr. Rosertson. Yes; that’s the same thing. 

Mr. McIntime. That’s the same thing. 

Mr. Rosertrson. There’s no such thing as an actual seat. That’s a 
misnomer. 

Mr. McIntire. Membership on the exchange. And those members 
elect their representatives to the committee that has general super- 
vision over the trading of the commodity in which they are interested ? 

Mr. Rosertson. That’s right. 

Mr. McIntire. Now is there a board of governors above that com- 
mittee ? 

Mr. Rozertson. No; not as far as I know. I’ve never heard of the 
board of governors. 

Mr. McIntire. I see. 

Mr. Roserrson. I might say in that regard, it might be of interest 
to the committee, that up until this present year, the election of officers 
and members of the various committees has been by actual ballot on 
the floor of the exchange during a particular day in December. Now 
we who live in Maine biwe thought for some time that a more demo- 
cratic method would be by mail or in person, so that members of the 
exchange living outside the city of New York would have an oppor- 
tunity to use their vote. And that, I believe, is in force, or will be in 
force by the next election. There has ben a change in the bylaws 
advocated, and I believe if that is the case, better representation will 
be possible for people who use the facilities of the exchange than 
has been the case in the past. 

Mr. McIntire. Mr. Heimburger has a question. 

Mr. Hermevurerr. I don’t know much about the operation of a fu- 
tures market, but I’m assuming that as in the case of most transactions, 
where there are sellers, there must also be buyers of these futures con- 
tracts. Now from your knowledge of the market, do you have any 
idea of what proportion of the buyers of these futures contracts are 
in a hedging position ? 

Mr. Rosertson. No, sir; I have no idea. I would think it would 
be somewhat small, though. 

Mr. Hermsurcer. It just seemed to me like we’ve talked a lot— 
or there has been a lot of very interesting discussion about the ad- 
vantages of these futures contracts to producers who would be in a 
selling position. And it’s just occurred to me while listening to it 
that there might be a difference between potatoes and wheat or cotton 
or wool, or any of the grains and things that are ordinarily traded on 
the futures market, in this respect—that in the case of these other com- 
modities, there is a substantial movement of them direct to the con- 
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sumer. That is, either the ultimate consumer or a processor, a miller. 
A miller I would consider a consumer of wheat.. That probably is not 
true of potatoes, so that—that is, don’t most potatoes move to people 
who are going to sell them as potatoes to somebody else ? 

Mr. Rosertson. Well, I think there is a particular point at which 
the two types of markets do coincide. The processor, for example, of 
French fried potatoes goes to French fried potato chips. 

Mr. Hermpurcer. That’s true. 

Mr. Ropertson. The exchange offers many a different medium of 
handling his purchases, and it is used to that extent. 

Mr. eae That’s true. 

Mr. Rozerrson. Also, the question of seed has been discussed. The 
exchange offers the seed user in another area an excellent opportunity 
of hedging his seed purchases in terms of tablestock, yes; but then later 
could be converted into the actual seed to the actual grower if he de- 
sires to do business. 

Mr. Hermeurcer. Well, you would agree with me, wouldn’t you, 
that probably—and this isn’t any well considered opinion; I have just 
thought this as I have sat here—that probably there is less need for 
hedging on the part of the buyer in the case of potatoes than there is 
in most of these other commodities that are traded on the futures 
market ¢ 

Mr. Ropertson. Well, I don’t know as there may be less need. I 
think maybe there’s less practice. 

Mr. Hermsurcer. Well, let’s say this. It’s taken advantage of to 
a small degree ¢ 

Mr. Ropertson. Yes. 

Mr. Hermpurcer. In that case, then, if we are going to have a mar- 
ket here which is available to the producer, for his protection, then we 
must have some other kind of buyers, other than hedgers, on the buy- 
ing side, so that you would, it would seem to me, have to have a rather 
large volume of speculation, just pure outright speculation, in potato 
futures in order to provide the market for your futures that you need, 
is that correct? 

Mr. Rosertson. I think that is true in any market. 

Mr. Hermpurcer. In any market, I will agree. 

Mr. Rosertson. The only method of hedging is to transfer the risk 
to someone else. 

Mr. Hermpurcer. That’s right. That, of course, would be specula- 
tion in any of these. 

Mr. Ropertson. Yes, sir. 

Mr. Hermevurcer. I was thinking that the relative volume of specu- 
lation in proportion to the amount traded would probably need to be 
greater in potatoes than in some of these other things where ultimate 
consumers have also an interest to be served in a bona fide hedge. 

Mr. Rosertson. Well, I think if the trading in wheat, for instance, 
were analyzed, that the buyers in wheat who do not have a mill or are 
not interested in actually taking delivery in a carload of wheat, would 
‘gradually outnumber those who are buying for a specific purpose, be- 
cause they want the wheat. 

Mr. Hermpureerr. Oh, I wouldn’t argue that at all. My only point 
was that the ratio of hedgers in wheat is probably greater than you 
ever would ever expect the ratio of hedgers to speculation to be in 


potatoes. 
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Mr. Rozertson. That might be so. I wouldn’t be able to answer 
the question definitely. I think it might be so. ; 

Mr. McIntire. In relation to any statistical analysis of hedging 
or speculation, is it not required that’a contract be designated as a 
hedge or as a speculative contract? 

Mr. Rosertson. Legally only in units of 25 cars or more. 

Mr. McIntire. Twenty-five cars or more. 

Mr. Roresrson. The Commodity Exchange authority insists on a 
report being made on every trader who trades in a unit of 25 cars 
or more in any particular option, and then he must be stated as a 
hedger or a speculator. But in units of less than that, the informa- 
tion is not required. Only from the broker’s own point of view, if 
he’s trading with a speculator, he would normally want a little more 
margin perhaps, or a little more initial deposit. There’s no law that 
says he must obtain it. There’s no law that says he must find out 
definitely if he’s a hedger or speculator. 

Mr. McIntree. Well, the deposits that are required by the rules 
of the exchange—— 

Mr. Ropsertson. Oh, yes. | 

Mr. McInttre. Are that they shall be more in case of speculative 
contracts than in a hedge contract ? 

Mr. Rozserrson. No; I think your wording is “may,” not “shall.” 

Mr. McIntire. Oh, it’s “may.” 

Mr. Roszertson. It’s for the protection of the broker. 

Mr. McIntire. Well, isn’t it customary that it would be? 

Mr. Ropertson. In many cases, yes. 

Mr. McIntire. Yes. 

Mr. Ropertson. Particularly in outside houses, wire houses, that 
don’t know their individual customers perhaps as well as a small 
house or a local house. 

Mr. McIntime. Let’s take a grower here in the State, Mr. Robert- 
son. If he is a grower and has a supply of potatoes on hand, and he 
initiates a contract on the board as a buyer, he certainly wouldn’t 
be in a hedge position 

Mr. Ropertson. No. 

Mr. McIntire. Well, we’re coming to the point. It’s so classified, 
isn’t it oftentimes, even if he’s long and still buying? 

Mr. Roserrson. It can be argued that he can still be in a hedge 
position 

Mr. McInttrz. I see. 

Mr. Rosertson. Because he may be purchasing potatoes on the 
board to hedge a sale of potatoes that he made to the trade. 

Mr, McIntire. That’s true. 

Mr. Roserrson. It may be stretching the point a little, but. never- 
theless it can be argued that way. 

Mr. McIntire. Well, the point that I was trying to clarify is that 
in any statistics relating to hedging as contrasted with a speculator’s 
contract, you’ve got quite a dim area where it’s pretty hard to define 
which is a hedge and which is speculation ? 

Mr. Roperrson. I agree. 

Mr. McIntire. Yes. There’s just one other point, Mr. Robertson, 
and that is this: We all know of the fact that there were some who 
traded who were considered to be out of line, and the Commodity Ex- 
change Authority found them to be in violation of trading rules, and 
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so forth. Do you know whether or not the exchange officials have taken 
any — action to avoid a repetition of that type of thing hap- 
enin 
, ia inesielsinent Iidon’t know that there’s anything yet that has been 
ublished. I know that it caused great concern. The two instances 
ast year in which the CEA accused people of attempting to manipu- 
late the market caused great concern, and I think that anything that 
they can do, they are doing to do to attempt to tighten up any regula- 
tions of their own that they might be able to do. But I don’t know of 
anything that has been decided at the moment. 

Mr. McInvriee. You used the word “accused.” I was laboring under 
the impresison that they were guilty. 

Mr. Roserrson. One was definitely found guilty. The other, I be- 
lieve, made—I don’t know what it is called legally—but sup- 
posedly 

Mr. Daaur. Nolo contendere ¢ 

Mr. Ropertson. Yes; I believe that’s it. 

Mr. McIntire. He wasn’t pleading guilty, but he accepted the 
charges and paid the bill. 

Mr. Roserrson. That’s right. [{ Laughter. | 

Mr. McIntime. Well, in common parlance, he wasn’t much different 
than guilty, at least in the eyes of the public. 

Mr. Ropertson. Yes; a matter of opinion. 

Mr. McIntiep. Technically there will be the difference in the posi- 
tion on their part. Mr. Chairman, or Mr. Dague, or Mr. Watts, do you 
have any further questions? 

We thank you very kindly, Mr. Robertson. We deeply appreciate 

our testimony and that of those who are associated with you in it, 
use it has given us some aspect of this problem which have been 
very, very helpful. 

Now, let me just announce that the next witness will be Maynard 
Lombard, who represents the Consolidated Potato Growers Assoeia- 
tion, of Caribou, and that the witness following Maynard Lombard will 
be Smith McIntire. And in order that we may have about a 3-minute 
stretch, we are going to declare just a 3-minute recess, and then we’ll 
reconvene right here. But we do want to make such a break. Thank 
you very kindly. 

(At 3:35 p. m. a 5-minute recess was taken.) 


AFTER RECESS 


Mr. McIntire. The committee will come to order. Our next wit- 
ness is Mr. Maynard Lombard, of Caribou. Mr. Lombard is a farmer 
and will you state, Mr. Lombard, for the record, your address and 
your activity ? 


STATEMENT OF MAYNARD LOMBARD, CARIBOU, MAINE 


Mr. Lomparp. My name is Maynard Lombard. I’m a farmer from 
the town of Caribou, Maine. 

I represent the Consolidated Potato Producers Association, an asso- 
ciation representing some 125 farmers located in the vicinity of Cari- 
bou, East Woodland, New Sweden, Stockholm, and Connors, Maine. 
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It is our opinion that some changes should be made in the trading 
of Maine potatoes on the New York Mercantile Exchange. We have 
felt that in the past there has been speculation that has been detri- 
mental to our interest. We feel that fundamentally the policy of 
the exchange has been sound, but to discourage this detrimental specu- 
lation, all contracts made on the exchange should be on a firm basis; 
that is, when the seller contracts to sell on the exchange, he should be 
required to deliver, and vice versa, the buyer should expect to take 
delivery of any commodity he buys. 

The association further feels that it would be feasible, in order to 
fulfill these contracts and make trading more flexible, that specific 
size packages could be designated, or with mutual agreement between 
buyer and seller, a buyer’s option on size of package could be made 
with proper remuneration to the seller for packing the smaller pack- 
ages. 

As representative of the Consolidated Potato Producers Association, 
1 wish to thank this committee for the opportunity of formally ex- 
pressing our opinions concerning the New York Mercantile Exchange. 

Mr. McIntire. May I ask this question, Mr. Lombard. The Con- 
solidated Producers’ Association is or is not a commercial organiza- 
tion? Just what function does it serve? 

Mr. Lomparp. Mr. McIntire, it’s a voluntary group of farmers that 
have gotten together and organized themselves for their own interests. 

Mr. McIntire. And it constitutes a vehicle by which you get to- 
gether and discuss matters of mutual industry interest, and you are 
not a commercial functioning organization as that term is commonly 


Mr. LomBarD. That’s right; that’s right. 
Mr. McIntire. And it constitutes a forum, you might say, an op- 
portunity to discuss matters of mutual interest / 

Mr. Lomsarp. That’s right; that’s right. 

Mr. MoIntine. Any questions ? 

Mr. Grant. I’d like to ask him if any members of his association use 
the exchange? 

Mr. Lomsarp. A very small percentage. 

Mr. Grant. Thank you. 

Mr. McIntire. Mr. Watts? 

Mr. Watts. Well, is there any difficulty with the average grower 
in availing himself of the facilities of the exchange? 

Mr. Lomparp. There is a personal opinion. 

Mr. Warts. Yes, sir. 

Mr. Lomxarp. I find in my position that it is causing them to use it 
entirely asa hedge. That a credit agency that I do business with will 
let me have money to work with the exchange if I so desire, to a limited 
extent. 

Mr. Warts. Would you say that was generally true with the mem- 
bership of the 125 that you represent ? Oe 

Mr. Lomparp. Well, I understand that there are lending agencies 
that are not set up to perform this duty. Whether they could go to 
outside lending agencies and get the money is a question, I might 
state specifically that the Farmers’ Home Administration, I don’t 
think, are set up to lend money to facilitate their clients of using the 
exchange. 
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Mr. Warts. What I’m trying to get at, would the average potato 
grower find difficulty in using the exchange for hedging purposes? 

Mr. Lomparp. Well, the fact that they don’t use it to any great 
extent would answer that question, wouldn’t it, sir? That I have 
already stated that there is a small percentage of them that do use it. 
And the fact that they don’t use it would seem to answer the question 
that they find difficulty in using it. For one thing, it might be—now 
this might clarify the situation to a certain extent. It might be that 
the farmers that I represent aren’t too familiar with the workings of 
the exchange and possibly—let’s put it this way—are a little bit afraid 
of it. 

Mr. Warts. The fact that they don’t use it would answer the ques- 
tion provided my, | wanted to use it. 

Mr. Lomegarp. That’s right. 

Mr. Watts. Now do the majority of your members want to use it, 
do you know ? 

Mr. Lomparp. Well, I don’t know. 

Mr. Warts. That’s all. 

Mr. McIntire. If you were to go out on one road, we might say, 
from where you live and take the first 20 farmers down the road, how 
many of them do you think would be in a position, either out of their 
own funds or on the basis of their financial statement, to borrow funds 
sufficient to go into the exchange for a hedge, let’s say, on half of their 
crops ¢ 

Mr. Lomparp. Mr. McIntire, I think the percentage would be very 
small on my road. 

Mr. McIntire. Well, out of 20 farmers, do you think there would 
be 5 of them? 

Mr. Lomparp. I don’t think there would be. 

Mr. McIntire. It would be less than five? 

Mr. Lomparp. It would be less than five. 

Mr. McIntire. Among those 20, of course, would be some who 
wouldn’t be interested ? 

Mr, Lommarp. That’s right. 

Mr. McIntire. They wouldn’t be interested one way or the other. 
But assuming the 20 were interested, you don’t think there would be 
5 who are interested probably to do that? 

Mr. Lomparp. Not in these times. 

Mr. McIntire. Thank you. 

Mr. Watts. That answers my question. 

Mr. McIntire, Thank you very kindly, Mr. Lombard. We appre- 
ciate these potato growers’ associations, yours and others that will 
testify later, for the interest that you have taken in preparing some 
statement of help to the committee. 

The next witness is Smith McIntire. 


STATEMENT OF SMITH McINTIRE, PERHAM, MAINE 


Mr, Smrru McIntire. Mr. Chairman and members of the commit- 
tee: My name is Smith C. McIntire. I ama farmer in Perham, Maine, 
in Aroostook County. My farm includes 225 acres of cropland. My 
major farm enterprises include 70 acres of certified seed potatoes, 100 
acres of feed oats for use in feeding a poultry unit of 1,500 layers. 
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I am here today representing several organizations and myself per- 
sonally. As president of the Aroostook County Farm Bureau and a 
director of the Maine Farm Bureau Association, I am presenting the 
official views of Farm Bureau in Maine. These views are also sub- 
stantially those of the fruit and vegetable committee of the American 
Farm Bureau Federation, of which Iam amember. Let me also add 
that while we will be confining our discussions today to potatoes and to 
Maine, it has been my observation that potato growers in much of the 
Nation, as well as onion producers, hold these views that I will express. 

I am here also to help present the views of those in the Potato 
Industry Council of Maine who are opposed to futures trading in 
potatoes. In this capacity I believe I speak for 95 percent of the 
potato producers in Maine as well as for many potato shippers. The 
views that I express are also those in which 1 personally believe and 
have actively championed. 

At this point I would like to digress from my statement. Our 
friends in the opposition are people whose judgment we respect, but 
we hold opposite views that are honestly arrived at. We aren’t hys- 
terical about the importance of making a living and growing of 
potatoes. We don’t consider futures trading as the only problem in 
the potato industry. 

However, it is a problem, and warrants treatment separately, as do 
many others. Many of those whom I represent have and are working 
hard at the job of making other improvements in this enterprise. 

My job is first to be the best farmer I can. I do not profess a knowl- 
edge of or the ability to discuss the details of potato futures trading 
and its many ramifications. Neither do I contend that I can cite 
specific proof supporting all of the views that I may hold regarding 
it. However, I believe that I am justified in having and expressing 
my views, because it is my livelihood and that of my neighbors that 
is at stake. 

To justify this position let me draw an example from another field. 
I am not an expert at cards, and I know nothing about the rules that 
are practical in the management of a gambling establishment or what 
constitutes a fair take for the house. However, I do have an opinion 
as to what such an establishment attracts for a following and as to 
what its presence will do to a community. I have read with real 
interest the report, Futures Tenia in Potatoes, prepared by the 
Commodity Exchange Authority, USDA. This appears to be an 
excellent description of what has happened, how it happened, and 
what Maine people think of it. It cites specific proof that futures 
trading in Maine potatoes has been largely a ulative venture, and 
that it has been manipulated by large financial interests having no 
concern for the Maine potato industry or for the welfare of farmer 
orconsumer. The fact that the several cases of manipulation set forth 
in this report could be carried out gives evidence that the regulations 
and the police powers governing such trading are inadequate. Fur- 
thermore, the penalties assessed do not in any way appear to have been 
adequate to deter the violators, and in no way did they reach the 
brokerage firms or the management of the New York Mercantile 
Exchange, to whom these activities could not have been unknown, 
Certainly if they were innocent bystanders, then one can seriously 
question whether they have the knowledge of what they are doing to 
support their arguments regarding the advantages that futures trad- 


a 
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ing holds for the Maine industry. Certainly one can conclude that to 
the extent that a futures trading program fails to work, the penalties 
for such failures will be paid by producers and consumers, most of 
whom have no part in it. The exchange’s major concern is in the 
number of customers it attracts and in the size and frequency of the 
bets, because that determines its take. Who lost the money and what 
that loss means to the industry is not its concern. True, it has an 
interest in public good will, but only to the extent necessary to prevent 
it from having its doors closed. 

Having called your attention to the above report and specifically 
to pages 82 to 94, let me briefly summarize my position as regards 
this matter. 

I appreciate that futures trading is essential to the marketing of 
many storable crops such as wheat, cotton, and similar items. I believe 
it is now being tried in the marketing of eggs and frozen poultry. It 
is my understanding that such trading was once tried with apples 
and failed. It has included both Idaho and Maine potatoes for several 

ears, and more recently onions have been added. Futures trading in 

daho seme has been curtailed to a point where it is practically 
insignificant. In recent years trading in Makinis potatoes and in onions 
has been extremely active and has brought the matter into the realm 
of a national problem. This problem must be considered separately 
from those of other commodities. The fact that wheat lends itself to 
futures trading in no way implies its value to the potato industry. 

The conclusions of Maine growers are these : 

1. Futures trading promotes nationwide short-time speculation 
in the one commodity upon which Aroostook County and individual 
farm families are dependent for a livelihood—potatoes. 

2. Futures trading enables large financial interests and their broker- 
age houses, having no concern for the Maine potato industry, to 
influence potato prices to their advantage. Common tools of their 
trade are the well-placed rumor, and the so-called dope sheet. Yet 
the statement has been or will be made here today that this thing 
is a tool that the grower could well use to insure his financial security. 
Let me counter only with this remark: the gambler at cards likewise 
attains financial security on particular days, but actually his efforts 
in total produces just two things—excitement for the many players, 
and financial security for the few operating the establishment. 

3. Perishable crops like potatoes and onions are too susceptible to 
short-time supply factors and resulting violent price fluctuations to 
lend themselves to constructive futures trading. This results in a 
futures market; instead of having a steadying influence, becomes 
a breeding ground for rumor and exaggeration, both intentional and 
otherwise. 

4. Futures trading is not essential to the development of a potato 
processing industry, as many would contend. Chip manufacturers 
and similar processors wanting potatoes grown and stored under 
special conditions can and do enter into firm contracts for potatoes 
to cover their needs. 

5. Futures trading has greatly curtailed the practice of making 
advance seed sales. In the past it has been the practice of many south- 
ern seed buyers to contract during the late summer for a substantial 
part of their requirements. Maine growers received an advance of 
perhaps $200 per car, and often looked to this to meet part of their 





34 FUTURES TRADING 


harvest finance needs. With the advent of expanded futures trading, 
seed buyers have made many of their purchases as futures trades. 
This, instead of assisting Maine growers with their financing, has 
aggravated the situation. Now to obtain price protection, a grower 
must have money with which to cover a deposit and margin calls 
instead of receiving an advance as in the past. 

6. Lastly, futures trading in the absence of an adequate crop financ- 
ing program in Maine, poses as an indirect source of credit, and in this 
role it has the blessing of some financial and sales organizations. In 
this regard, let me emphasize some of the aspects in which this type 
of financing differs from that of a sound credit program : 

Sound financing is based upon— 

Integrity and character of the borrower. 

His equity in his business. 

The size and efficiency of his operation. 

His opportunity for success. 

Indirect mercantile financing is based upon— 

What has the merchandiser got to sell, and how badly is he 
struck with it? 

— the borrower have any choice other than to finance this 
way? 

See the contract be so drawn that delivery will be assured re- 
gardless of hardships encountered ? 

What will the income be to the merchandiser from commission 
on produce sold, brokerage fees, the financing of deposits and 
margin calls, and from the packing and selling of the real produce 
when deliveries are made? 

I am emphasizing this point, not in criticism of those who engage in 
these activities, but to refute the claim that futures trading can sub- 
stitute for a practical credit program. There is a credit problem in 
Aroostook, but it needs treatment as such. 

Let me conclude by saying that Maine growers are not concerned 
with the academic debate of the good and evil of futures trading in 
general or with its specific application to wheat or similar storable 

roducts. They are concerned regarding the futures trading in 
aine potatoes and recommend that— 

1. Trading in Maine potatoes be stopped. If not done, the 
others would follow. 

2. Regulations be so modified as to curtail short-time specula- 
tive trading. 

3. Police powers be improved to the end that manipulations 
may be recognized earlier in their development and effectively 
dealt with. 

4. Rules governing grade, type of pack, and time and point of 
delivery be so henge as to minimize the price depressing influ- 
ence upon the real produce market of cars delivered on futures 
contracts. 

The above suggestions have been presented as steps warranting 
consideration. In short, most growers prefer that futures trading be 
stopped. If this is not to be done, then they want its harmful in- 
fluence minimized by making substantial changes in the regulations 
governing its operation. 

Mr. Currrorp MoIntme. Thank you very much for your state- 
ment. Do you have a question, Mr. Chairman? 
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Mr. Grant. Yes; I would like to ask him one question or two on 
his very excellent statement he made there. Of course in the first 
instance a farmer, he takes a gamble on his crop material. That is, 
against the weather and against the climatic conditions of all sorts. 
He has no protection unless there’s some form of crop insurance 
against that. I don’t believe they have used the crop insurance in 
this section; have they ? 

Mr. Smrra McIntime. That’s correct. 

Mr. Grant. Of course the second is, when his crop does mature 
to give him some assurance of a fair price. Some witnesses here have 
testified that their best interests and security of a fair price was to 
hedge on the potatoes. Of course your testimony differs in that 
regard. What do you think is the best means whereby a farmer 
can secure a fair price for his potatoes? 

Mr. Smirn McInttre. I believe the basis at the present time—let me 
start my remarks and say it in this way. When a man chooses to be 
a potato producer, he chooses to assume certain risks. One of them 
has been a serious price risk. I don’t think that there is any practical 
oy of avoiding that risk, if he chooses to be in that industry. 

As far as hedging, I would not differ with the gentlemen who 
spoke that they, in their particular instance, may have an opportunity 
to utilize a hedge. The fact that it isn’t commonly used seems to indi- 
cate—let me add this. The fact that it isn’t commonly used, although 
the exchange has been in existence for a long while, would seem to 
me to indicate that it doesn’t have or hasn’t had a wide application 
in this area. And I would add here without placing the aun for 
adversity on the exchange, we have been in the potato business for 


a _ while and have had adversity and good income in the past with- 


out the exchange. I think it would be hard to argue that it is the only 
salvation for the industry at the moment, which has been done. 

I would like to comment on one point that has been brought up. 
I am perhaps anticipating a question here. A question has been 
asked several times as to whether or not what makes the market, 
the exchange or the supply. I believe that in the long run, given 
time enough to get together, I believe they approximate each other 
as nearly as possible. I think the detrimental aspect of futures trad- 
ing, as it is now pretty largely a speculative venture, is the fact that 
engaged in it are a large number of professional people, both here 
and in the city, who have no knowledge of the potato business, and 
who are very susceptible to rumor, sort of a mob psychology, more or 
less. 

Some of them start to buy this morning, and that attracts other 
people, and it isn’t the fact that the exchange is way out of line all 
the season; it’s the fact that it stimulates this up and down variation 
even within a day. And its the uncertainty that it breeds that is the 
detrimental factor. 

Mr. Grant. In other words, you believe that the man who produces 
potatoes and handles potatoes, if there’s anything made out of them, 
that he should be the one to make it, do you not? 

Mr. Smirn McIntire. Yes, sir. 

Mr. Grant. Thank you. [Laughter.] 

Mr. Cuirrorp McIntire. Mr. Watts? 

Mr. Warts. My question, I might sum up, that I gather from his 
statement that he thinks the best thing for the potato growing indus- 
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try is let supply and demand, with good quality and good merchan- 
dising practices, govern it rather than have some other influence that 
might fluctuate it backward and forward? 

Mr. Smiru McIntire. That is true, sir. And even with the best 
information that is available through Government reports, and I ap- 
prove of them wholeheartedly, they are subject to error because of the 
inability to estimate what influence a frost this morning will have 
over a longer period. And futures trading tends to exaggerate those 
factors by bringing them over into the realm where people know 
nothing about the interplay of producing areas, and so on, but whose 
attention is focused on a ticker tape, reach conclusions as to what that 
frost means 3 months from now. And in reaching those conclusions 
there are just as many—there has to be just as many—who make a 
mistake in one direction as there are in making the mistake in the 
other direction. The bad feature is keeping the thing riled up. And 
it is true that half the neighbors, or, let’s say, half the people in 
Aroostook, who are actually involved, half of them, let’s say, lose the 
money today and the other half make it. You can say that it doesn’t 
hurt Aroostook County, but the next day there’s nobody with enough 
knowledge, so but what, on the following day, if they can stay in, it 
will be reversed. But in the process you have created nothing except 
discontent and hardship because of the unknown, the inability to daily 
and hourly adapt yourself to margin calls, and soon. And you come 
out no place as a speculator in the field unless you exert more judgment 
than some of our most active speculators have seemed to exert. And 
they are in about as good a position to judge supply-and-demand 
factors as you would expect anybody to be in. 

Mr. Crirrorp McIntire. In your testimony you referred to a publi- 
cation of the United States Department of Agriculture, the Com- 
modity Exchange Authority, and you made reference to pages 82 to 
94, inclusive. Mr. Chairman, that does not involve any tables par- 
ticularly, and it relates, it’s known, it’s designated as “Title 6” or 
“Part 6.” And the title of that section of this report is entitled “Inter- 
views with Maine Potato Growers, Dealers, and Distributors.” I ask 
unanimous consent, in view of this being a hearing in which the sub- 
committee is hearing the thoughts of Maine potato producers, dealers, 
and distributors, that this portion of this report be made a part of 
the record. 

Mr. Grant. Without objection, it will be so made. 

Mr. Crirrorp McIntire. My reason for that is that the reference 
in Mr. McIntire’s testimony is to these pages, and for anyone reading 
this report of this hearing it would require that they refer to this 
publication, which in itself is too voluminous to be made a part of the 
hearing record, with all the tables and things of that sort, so that the 
testimony would be complete in its reference. 

I'd like to ask just 1 or 2 questions, Mr. McIntire. You made refer- 
ence in your testimony to your opinion that the brokers were the 
vehicle by which a trader operated on the exchange, and, presuming 
that a trader were found to be guilty of infraction of the rules—as 
basically was found to be the case in two instances in the trading this 
last winter—should the committee draw the conclusion that your rec- 
ommendation was that not only should that person’s trading be sub- 
ject to the penalties, as was the above case, but the parties representing 
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that party should be equally guilty for being a partner in that type or 
a participant in that type of a transaction ? 

Mr. Smiru McIntire. That would be my hope. I appreciate that 
there are some difficulties involved perhaps in placing the responsibil- 
ity, but I think in most criminal acts, an accessory before or after the 
fact has to assume some liability. 

Mr. Cuirrorp McIntime. And it would be your thought that—at 
least your recommendation—the rules of this futures trading be such 
that those persons be equally guilty if they are a part with a trader 
in violation of the rules? 

Mr. Smiru McInrire. I would hope that that would become possible. 

Mr. Currrorp McIntire. You have made reference also in your 
testimony in the introduction that you are a member of the fruit and 

vegetable committee of the American Farm Bureau. I have two wires 
here, Mr. Chairman, relating to onions, and in view of the fact that 
you have made reference in your testimony to onions, I ask unanimous 
consent that these wires be made a part of the record at this point. 

One of them I will read, because it is brief. The other is a bit more 
extended, but I would want to announce from whom it came. Let me 
say, though, at this point, that as I indicated in opening remarks, it 
is the hope that producers of onions will have an opportunity to 
express their opinions also before this subcommittee, but they have 
sent these wires, and out of respect for their requests and at this point 
I would like to ask unanimous consent that they be inserted in the 
record. One is from Jackson, Mich., and says: 

The National Onion Association at annual meeting at Chicago, December 3, 
passed resolution in favor of supporting national legislation to prohibit futures 
trading in onions. Please extend opportunity for representatives from this 
association to be heard by your committee. 

And it is signed by Veril Baldwin, president of the National Onion 
Association. That wire is dated December 6, 1955. 

The other wire is dated December 5, addressed to me from Elba, 
N. Y., in which it opens by— 

This association, which represents 300 onion growers, Genesee-Orleans Counties. 
New York State * * * 


and is signed by the Genesee-Orleans Vegetable Growers, hy Edward 
A. Baldwin, president. 

Mr. Chairman, I ask unanimous consent that they be made a part 
of the record at this point. 

Mr. Grant. Without objection they will be filed at this point in 
the record. 

(The matter referred to is as follows:) 


Esa, N. Y., December 5, 1955. 
Hon. Ciirrorp G. McINTIRE, 
Perham, Maine: 


This associaiton which represents 300 onion growers, Genesee and Orleans 
Counties, New York State, respectfully requests that during your meeting you 
put 95 percent of our onion farmers as being definitely and positively against 
futures trading in onions and potatoes on paper and in textbooks. Futures 
tradings and hedging is sound, good business. In truth, it’s heaven right here 
on earth. However, futures trading in actual operation has proven conclusively 
to our growers that it has ruined and wrecked our markets. Outsiders—brokers, 
professional gamblers—have taken over our onion industry. Not only taken 
over our industry but have at least 60 percent of our growers on the verge of 
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bankruptcy and financial ruin. The bucketshop rumors—gossip—this informa- 
tion given out every day of the year, much not true, has demoralized our onion 
deal. We find only ones in favor futures trading are the brokers and the few 
that have made a profit at the expense of our farmers. Unless futures trading 
on a crop as small as onions and as perishable is not removed it will not be too 
long before most onion growers are busted. Both potatoes and onions have 
been, we all know, manipulated. To what extent doubt if you could ever prove 
as the manipulators calmly state there is no such word as manipulation, that 
all they try to do is to protect their investments. However, we do know that 
powerful interests do band together with a bankroll and that they actually do 
control our markets. We doubt that these few people are in favor of futures 
trading should be permitted to operate in these United States to the detriment 
of easily 95 percent of actual growers of potatoes and onions. This language is 
tame to what we hear day after day regarding futures, and we sincerely trust 
and hope that soon, someday, with your help, we will be rid of the cancer in our 
industry. 

GENESEE-ORLEANS VEGETABLE GROWERS, 

Epw. A. BALDWIN, President. 


Mr. Smiru McInrire. Mr. Chairman. 

Mr. Currrorp McIntire. Yes, sir. 

Mr. Smirn McIntire. In view of the fact that I made reference to 
the fruit and vegetable committee of the American Farm Bureau, I 
would like to incorporate in the record their official position as set 
forth here, if I may. 

Mr. Cuirrorp McIntie. Do you have a copy of it? 

Mr. Smirru McIntire. I have a copy of it. It’s a part of a letter 
which I would like to incorporate in my testimony. The action set 
forth here is taken by the American Farm Bureau Federation board 
on September 29, 1955, and constitutes an approval of the prior action 
taken by its fruit and vegetable advisory committee. Their position 
reads as follows: 

We recommend that the American Farm Bureau Federation work for the 
elimination of futures trading in potatoes and onions on the Chicago and New 
York Commodity Exchanges. We believe that the futures trading in these perish- 
able commodities has been of little benefit to producers but has, in effect, worked 
to their detriment. 

Mr. Cuirrorp McIntire. Any other questions of the witness? If 
not, thank you very kindly for your very fine statement. We appre- 
ciate it very much. 

The next witness will be Mr. Kenneth Hunter of Mars Hill. Is Mr. 
Hunter available? Mr. Hunter, if you will state your name and whom 
you represent—if you go beyond yourself as an individual—for the 
record. You may proceed. Thank you. 


STATEMENT OF KENNETH HUNTER, MARS HILL, MAINE 


Mr. Hunter. My name is Kenneth Hunter. My home is in Mars 
Hill, central Aroostook. I am a producer of potatoes. I farm ap- 
proximately 230 acres of cropland, of which I grow approximately 60 
acres of potatoes. 

I have a few extemporaneous remarks here before I go into my state- 
ment. As I said before, I am a producer, and I might add, not quite 
so financially successful as some of the previous witnesses, and, also, 
I think the records will prove that I am in the vast majority. I want 
to say that prior to last spring, I had a friendly attitude toward the 
mercantile exchange. I also wish to say that I now have some potatoes 
hedged on the board. And now my statement. 
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I am here as a representative of the Mars Hill, Westfield, Blaine 
Potato Association, but the views which I express are not those of the 
association. As things now stand, I am against the mercantile ex- 
change. I am quick to admit that my knowledge of the mechanism of 
the exchange is limited, but I do feel that in spite of any benefits that 
a farmer might derive by hedging his potatoes, in the long run he will 
do better if he depends on the sl course of supply and demand. 
The potato deal itself is gamble enough without the added element 
of uncertainty and confusion caused by the buying and selling of ap- 
proximately upward of 200,000 carloads of potatoes on paper last year. 

Last spring was a classic example of confusion and uncertainty. 
Due to severe frost in the South, the commercial potato market seemed 
to stabilize at a relatively profitable price for those few who had any 
left. But there seemed to ws nothing in the statistical picture to war- 
rant such violent, short-term fluctuations as we saw here in Maine dur- 
ing the months of April and May. It was rumored in the county that 
the representative of a big operator on the exchange prophesied that 
the board would drop a hundred points in a few days. This report 
seemed fantastic, as there was nothing in the current supply situation 
to indicate it, and I and many others believed it. We could have saved 
ourselves some much-needed money by disposing of the balance of our 
potatoes quickly instead of pursuing our normal shipping quota. 

The board did drop, and the street price with it, just as had been 
prophesied. And we now know that it was the manipulation and not 
supply and demand that caused it. 1 am against the New York Mer- 
cantile Exchange for these reasons: 

1. In my mind it can be and has been, either directly or indirectly, 


mani ne 


2. In my mind it can and does cause overproduction. 

3. It allows those who have the capital and are better informed as 
to inner workings, to exploit it by speculation, thereby causing unreal 
spiraling of the price of —— 

I think the farmers of Aroostook County would be better off without 
it. This would apply to some of the businessmen, too. Thank you. 
[| Laughter. | 

Mr. McIntire. Thank you, Mr. Hunter. Any questions of the 
members of the subcommittee? John? 

Mr. Warts. No. 

Mr. McIntire. Mr. Chairman? 

Mr. Grant. I would like to ask him if he has any suggestions as to 
how the exchange might be corrected ? 

Mr. Hunter. Well, sir, 1 don’t pretend to be one that would have 
good ideas on that, because I’m not fully acquainted with how it 
operates. I do feel, as I said in my statement, I had a friendly atti- 
tude toward the exchange, because I do realize that there are good 
points about it. 

My personal gripe, if it can be called a gripe, is that these two 
parties that did what they did on the board last spring, should be 

unished, if at all sible, to the fullest extent of the law. And as 

ar as I’m concerned, they should be barred forever, because it caused 
untold damage in financial means to hundreds of farmers. And 
until it is proven to me that they have been taught a bitter lesson, I 
could not ace my opinion. But, if they can correct some of these 
weak measures, then I would reconsider my whole position. 
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Chairman Grant. Thank you, sir. 

Mr. McIntire. There was action taken, of course, by the exchange 
in penalties imposed on the one trader, at least, who was in default 
on deliveries and so forth. And I think that in that instance it cost 
him—well I’ve had a figure quoted to me at somewhere in the 
neighborhood of $300,000 for his failure to live up to his contracts. 
He was suspended from trading, I think, and [ll stand corrected on 
this, Mr. Hunter; I think he was suspended from trading for an 
indefinite period, although I may stand corrected on that. I just don’t 
recall the details. But those were the extent to which the penalties, 
rules of the game provided for, and he was fined to the full extent of 
the rules at that particular time. 

I think perhaps it would be good for the record, Mr. Hunter, if 
you would tell the committee how many farmers are in the group 
which you are speaking for today. I failed to get that, if you men- 
tioned it. 

Mr. Hunrer. Well, yes, I would like to make it again clear that 
I’m not representing their viewpoints. 

Mr. McIntime. Oh, I see. 

Mr. Hunter. They wanted me to come and testify from the group. 
But it was spec ifically clear that I was testifying on my own. I do not 
represent their views. 

Mr. McIntire. You are a member of that group ? 

Mr. Hunter. I am a member. 

Mr. McIntire. And you are speaking as an individual? 

Mr. Hunver. That’s right. 

Mr. McIntire. Fine, fine. Any other questions? Thank you very 


much, Mr. Hunter, for your very aero statement. 


The next witness will be Mr. Orin Lovely, of Westfield. 


STATEMENT OF ORIN LOVELY, WESTFIELD, MAINE 


Mr. Lovery. My name is Orin Lovely. I farm in Westfield. I 
plant about 75 to 100 acres of potatoes, and I’ve been doing it since 
1928. And, Mr. Chairman and members of the committee, in the 
first part of my statement, I want to give a few adverse effects of the 
exchange trading as I have seem them. I might say here, too, I have 
been asked to testify against the exchange for the Mars Hill, Westfield, 
and Blaine Potato Growers Association group. 

Now the adverse effects of exchange trading— 

1. Does not increase the volume of potatoes used. 

Adds to the cost of the crop that is not necessary. 

3 Brings into the deal people whose only interest is to make 
a dollar by speculating, without any regard to orderly marketing 
or the wishes of the consumers or growers. 

4. Causes the market to go to extremes, either up or down, far 
in excess than it should in relation to the supply of potatoes. 

5. Has had a tendency to increase the plant through fertilizer 
and spray-material contracts; thus, further depressing the price 
to the grower. 

6. Gives an opportunity for one or more operators to influence 
the market by selling either long or short as little as 100 cars in 1 
day. If they only changed the market a dime per hundred- 
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weight, the change in the value of this year’s crop would be ap- 
proximately $214 million. 

Those are the adverse effects. Some other statements that I have 
here—— 

Mr. McIntire. Mr. Lovely, you say a change of a dime a hundred- 
weight ? 

Mr. Lovery. A dime a hundredweight would be approximately 
$214 million. I think I’m wrong; I think I’m under a little, Mr. 
McIntire. 

Mr. McIntire. But the point I think you want to emphasize and | 
think it’s interesting to emphasize it, is that this deal is in sufficient 
volume here that a dime a hundredweight runs into millions of dollars. 

Mr. Lovety. That is absolutely true, runs into millions of dollars, 
is the result. 

There were 200,520 cars traded on the 1954 crop, and the brokerage 
at $20 per car was $4,010,400, which did nothing for the grower or 
consumer. Of the 3 parties to each transaction, the broker is the only 
one who wins each time ; 1 of the other 2 always loses. 

An example of extremes in the 1952-53 crop—the high for May con- 
tracts was in August of 1952 of $5.90 per hundredweight before the 
crop was harvested. ‘The low was in May at the tail end of the season. 

Or for $1.25—I don’t remember exactly—or $1.35 it was. 


And nobody knew how big the crop would be in August. Such 
extremes are way beyond any conception of orderly marketing. 

On the 1953 crop, the high was about February and March of 1953 
before the orp was planted. That was when there was a lot of con- 


tracts traded for fertilizer and spray material, thereby increasing the 
plant and driving the price to $1.20 per hundredweight, New York, 
on the same crop in March 1954. To the grower, that was only 20 
cents per hundredweight delivered in New York. 

There have been cases where the Mercantile has ruined people’s 
health and financial standing, both growers and speculators. I know 
of several cases where people have gone on the rocks completely 
through the operations of the exchange. 

Now for years before the Mercantile got to be such a factor, I used 
to sell some of my crop, anywhere from 20 to 60 percent—1 year the 
entire crop—during the months of May to September, when it was 
growing, to the regular trade, always at what I considered a profit. 
Also, I received $200 per car deposit on each car to do business on; 
whereas, if I had sold on the exchange, 1 would have had to put up 
$195 per car and maybe that much more in margins. 

Now during that time, I have never had a buyer fail to take delivery 
of acar. Neither have I failed to deliver. And the price has been 
as much as $1 a hundredweight at the time of delivery either way, 
either in my favor or the buyer’s favor. It has been both ways. And 
I’ve done that for almost 15, 16, 17 years. I don’t know how long. 

The regular futures business is about done now to the detriment of 
the State of Maine. 

These are my views, and I believe the only remedy is to close the 
Mercantile to all future trading in potatoes, and pronto. I wish to 
thank the committee for listening to my testimony. If I can answer 
any further questions, I will do so, if I can. 

Mr. McIntire. Mr. Chairman ? 
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Mr. Grant. I’d like to ask you, please, in regard to loans by banks, 
fertilizer dealers, and others that extend credit to farmers in this 
area. Now the statement has been made here before the committee 
that the farmers did business in the futures in order to hedge and in 
order to get credit. Dothe banks generally require it ? 

Mr. Lovety. I believe the banks have done some business by guar- 
anteeing the margins on futures. How much, I donot know. I don’t 
think it is a very profitable business for them. It is profitable business 
if a man has unlimited credit, you might say, or a very good risk. 
That particular man can get credit. 

Mr. Grant. Well, what about the crop-production loan ? 

Mr. Lovery. I have never had nothing to do with them. I believe 
they do do some to some extent in the hedging of potatoes. That is, 
they have a farmer sell so many potatoes under a mortgage, but how 
much that is, I don’t know. I don’t think it is very much. The worst 
offenders are the fertilizer companies. And, you know, they sell the 
product and their spray material. They’ll talk a farmer into hedging 
on the Mercantile, say, in February, and it might be $2 a hundred- 
weight. That’s what the Mercantile quotations are. Well, they are 
selling fertilizer, and they profit on fertilizer, and they profit on spray 
material; and the farmer don’t get that $2 a hundred he sells for. 
They take about 20 percent off that, and he gets about $1.80 a hundred. 
And he has to go ahead and load those potatoes and deliver them the 
next winter, and most contracts specify that the man who holds a con- 
tract—for instance the fertilizer company—can call for those pota- 
toes any month from November on at a specified price. If it’s $2, say, 
in March, the contract can specify possibly a lower price in November. 
How much, I don’t know. Possibly about 10 cents a month spread. 
In November it would be $2; February, 90; January, 80; December, 
70; and on November, $1.60. 

Mr. Grant. Well, how about the farmers that don’t hedge, and they 
are extended a line of credit by the local banks or through the Crop 
Een Credit Corporation, or the Farmers’ Home Administra- 
tion ¢ 

Mr. Lovety. Well, according to their financial ability and also ac- 
cording to their financial—well, more financially moral. I can’t get 
that word just right. For instance, you might not be worth a nickel, 
but you can go in the bank and be worth a lot of money because you 
are a good moral man, and you are a man who has a reputation of 
paying your bills. It has been done. 

Mr. Grant. Thank you very much. 

Mr. McIntme. John, Paul? Mr. Lovely, you have made a ref- 
erence to using of the exchange as a hedge in a financing of production, 
and you have made reference to the fact that that has a tendency to 
keep production up. Have you any idea about how much of a factor 
that has been? Have you ever seen any ¢ 

Mr. Lovety. I wouldn’t be able to answer that definitely. It 
wouldn’t—well, I would make a guess, 5 to 10 percent. And, of course, 
5 to 10 percent of the market will throw it all haywire. 

Mr. McIntire. Of course by the same token, one doesn’t have any 
firm knowledge that those acres would not have been planted if the 
exchange hadn’t been there. 

Mr. Lovety. That’s correct. 
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Mr. McIntire. I mean, that’s a matter of opinion, but itis used very 
definitely to finance—— 

Mr. Lovery. It has been used. 

Mr. McIntire. And to that extent it is an influence. 

Mr. Lovety. There’s one other thing that I might add. That. is, 
some of the people who have financed farms are not too happy about 
it today for various reasons. Because of the fluctuations of the market, 
they get caught. 

Mr. McInrire. Yes. 

Mr. Lovety. And they get caught bad. And it’s some of the farm- 
ers who hedge some of their crop, for instance, and they can call for 
these potatoes in March or April, and the potatoes have deteriorated 
so that they don’t have the potatoes to deliver, and they couldn’t even 
buy them, because there’s no place to buy them. 

r. McIntire. The risk’s on that side, too. 

Mr. Lovey. Yes. 

Mr. McIntire. I’d like to get back to your reference to the change 
in marketing pattern which has been expressed here, and I know 
that you produced seed over a number of years. You made reference 
to the fact that you used to make a practice of beginning your sales 
almost before you started planting. 

Mr. Lovey. That’s right. 

Mr. McIntire. You were referring there to sales for future delivery 
wherein they were sales for actual delivery of potatoes—— 

Mr. Lovey. That’s right. 

Mr. McIntrme. Physical sales, you might say ? 

Mr. Lovety. When the sales were made, I planned on delivering the 
potatoes. 

Mr. McIntire. Now is it your thought, or can I appropriately draw 
from your statement, that there is less opportunity to participate in 
that kind of a sale today, than was your experience a few years back ? 

Mr. Lovery. Absolutely. 

Mr. McIntire. And do you attribute that to the Mercantile facility 
that is available for others? 

Mr. Lovety. Largely to the Mercantile. I remember not too many 
years ago when the brokers would start calling me in sometimes even 
in April—— 

Mr. McIntime. Yes. 

Mr. Lovety. For futures. But oftentimes in June, July, or May 
maybe in every day, until my seed was sold or all I wanted sold. And 
as I said in the statement, that I used to sell for a good many years 
20 to 60 percent. One year I sold the entire crop before I started 
harvesting. And I never sold any futures that I didn’t consider I 
made a small profit on it, and I sold futures when I took a loss at time 
of delivery. I’ve sold futures at time of delivery when I made a dollar 
a hundred over the market at that point. 

Mr. McIntire. Right. 

Mr. Lovey. And as I said before, I’ve never had a buyer who re- 
neged on taking a car. 

r. McIntime. And it was customary in those kinds of transactions 
that you, as a producer, received a deposit ? 

Mr. Lovery. I received $200 a car deposit. 

Mr. McInties., Which was in a sense a partial payment to make the 
transaction legal and binding-—— 
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Mr. Lovey. That’s right. 

Mr. McIntire. But it did constitute a source of income to you 

Mr. Lovety. It certainly did. 

Mr. McIntire. By which you met some of your current operating 
expenses ¢ 

Mr. Lovety. Yes. Sometimes I needed it, too. 

Mr. McIntire. Yes. Sometimes it was needed. I think we were all 
in that position, Mr. Lovely. Now as contrasted with the exchange 
eperation, accepting your observation that the opportunity for trading 
is no longer available in the proportion that it used to be, you as a 
producer find now that the only way to constitute an effective hedge, 
which that was; that was a hedge—— 

Mr. Lovety. That’s right. 

Mr. McIntire. It was protecting against future price changes. 
Now in order to protect yourself in somewhere’s near a comparable 
manner, you find that you have to pay out the $195-—— 

Mr. Lovety. That’s right. 

Mr. McIntire. As a producer to protect yourself. And not only is 
there the $195, but that deposit is subject to the fluctuations of the 
market, and before you may consummate that sale, which may not 
result in a delivered car, you may have $300 deposited in there in 
protecting the market. 

Mr. Lovety. I believe every time that changes, that’s $50 a car. 

Mr. McIntire. Yes. 

Mr. Lovery. In 1951 I sold my entire crop on the Mercantile at the 
current prices in June and July. Before the deal was up, I would 
have had to put up more money than my entire farm was worth and 
all my crop. Not all my farm; I wouldn’t say that; but it was more 
than my crop, because I probably had 35 or 40 cars of potatoes that 
year. 

’ Mr. McIntire. Yes. 

Mr. Lovety. Actually I would have had to put up more money, be- 
cause the price kept going up all the time, and I would receive for that 
crop a very, very low price. 

Mr. McIntime. That’s right; I see. 

Mr. Lovery. It turned out to be a good price. The crop was short, 
and I got a very good price. But on account of them going up, I would 
have put up that amount of money. And consequently, I would have 
sold my crop for a very cheap price. 

Mr. McIntire. Well, now in relation to the number of folks in your 
community who would be in a financial position to hedge, what per- 
centage of them do you think could go to their own bank accounts, or 
borrow the money, to hedge 50 percent of their crop ? 

Mr. Lovery. That’s a hard question to answer. 

Mr. McIntire. I appreciate it. 

Mr. Lovety. As far as hedging 50 percent of their crop, I would 
think right today, right at the moment, there wouldn’t be anybody 
in the community who would have the money to spare to hedge. That 
is, some of them could, and that would be a small percentage that 
could go to the bank and get it in order to do so and hedge. And in 
view of the feeling in credit circles, I don’t think it would be a very 
large percentage that could go to the banks and Ae money to hedge 
their entire crop. I think the risk is too great. 1ere is more or less 
to it than just that. You know this crop that’s hedged for next year— 
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there’s so many things that can happen to it that would knock the 
crop haywire. There’s a lot of things that can happen to it, you 
know—hail and so forth, and so many things. 

Mr. McIntire. There are some that could do it—— 

Mr. Lovery. I think there are some. 

Mr. McIntire. And some who could not? 

Mr. Loveny. That I assume. 

Mr. McIntire. Thank you. Any other questions! If not, thank 
you very much, Mr. Lovely, for being here and giving us the benefit 
of your opinions, 

The next witness is Mr. Carleton Kilpatrick. If you will state 
your name and who you represent, Mr. Kilpatrick. 


STATEMENT OF CARLETON KILPATRICK, PRESQUE ISLE, MAINE 


Mr. Kivpatrick. My name is Carleton Kilpatrick. I live in Pres- 
que Isle, Maine. I live on a partnership basis with my father. Iam 
here to day representing the Young Farmers Association for Central 
Aroostook, of which there are approximately 100 members. Of this 
membership, they constitute an annual acreage of approximately 
4,500 acres of potatoes. 

At a recent meeting of our group, two points were brought to life 
at the meeting relative to trading of Maine potato futures, and [ll 
confine my remarks only to these two factors. 

It was voted, not unanimously, but by a majority, rather, that the 
delivery point be changed from Harlem River to some other point 
for this reason. It was felt that through a different delivery point, 
new markets or better markets could be made available to the potatoes 
that are delivered on that exchange. 

The other point that was discussed at our meeting was a lowering 
of the spread, in a day’s trading on Maine futures for this reason. It 
would tend to decrease the possibility of realizing a large profit on 
short term tradings. That’s all I have. 

Mr. McIntire. One point, Mr. Kilpatrick, as a matter of clarifica- 
tion. Do I understand correctly that what your recommendations 
specifically point to there in the second point, is that under the rules 
of the exchange, the trading fluctuation can be 25 cents up or down 
in any one trading day—— 

Mr. Kiveatrick. Yes. 

Mr. McIntire. With the exception of —— 

Mr. Kivparrick. Of trading in the month. 

Mr. McInriee. Trading in the delivery month. 

Mr. Kurarrick. Which is 50 cents up or down. 

Mr. McIntime. Yes, 

Mr. Kiurarricx. Ora dollar width. 

Mr. McIntire. Or a dollar width. 

Mr. Kivparrics. Yes. 

Mr. McIntire. Now your recommendation is, your thought is, am I 
correct, that this 25 cents up or down—which is actually a 50-cent 
range—actually provides for a gain or a loss in a single day of approx- 
imately $225 a car? 

Mr. Kitpatrick. That’sright. 

Mr. McInrme. That that range of $225 offers a speculative attrac- 
tion—— 
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Mr. Kizpatrick. That’s true. 

Mr. MocIntime. And that if you refuse the 25 cents up or down to— 
well, any figure—but for just as an illustration, let’s say 10 cents 
up or down, then you’ve refused the speculative opportunity-— 

Mr. Kizpatrick. That’s right. 

Mr. McIntire. In any day’s trading ? 

Mr. Kitparrick. Yes; that’s the point the membership had in mind. 

Mr. McIntire. Fine. Might I say to the members of the committee 
that Mr. Kilpatrick is president of the a Farmers Association. 
I used to be a member of this organization, but they kick you out 
when you reach 40 years of age, and I was kicked out a number of 
yearsago. [ Laughter. | 

Mr. Kutratrick. I would like to add to that that Representative 
McIntire is one of our past presidents. 

Mr. McIntire. Thank you, Mr, Kilpatrick. We worked that one 
out allright. [Laughter. ] 

Mr. Dacur. Are you in an emeritus status? 

Mr. McIntire. Well, they’ve been very kind. I think they do keep 
me in an emeritus status. They call on me once in awhile and make me 
earn my supper, Mr. Dague, which I’m delighted to do. 

Do the members of the committee have any questions of Mr. Kil- 
patrick? Thank you very much, Mr. Kilpatrick. We are very happy 
to have had your group represented at this bearing 

Our next witness is Roget Foster of Limestone. 


STATEMENT OF ROGER FOSTER, LIMESTONE, MAINE 


Mr. Fosrrer. Mr. Chairman, members of the committee, my name is 


Roger Foster. I’m a producer of potatoes in Limestone. I repre- 
sent the Limestone-Caswell Potato Growers Association of which I 
am president. Our association is ee of approximately 134 


members in the 2 towns who grow annua 
acres of potatoes. 

At a number of our meetings we have discussed this New York 
Mercantile Exchange and the Maine potato futures on it. And there 
have been a number of votes on what we thought we should do, and 
any vote that’s been taken, it’s always been unanimous that either the 
thing be done away with, the trading of potatoes restricted on it, or 
the methods of operating the exchange modified. 

Our organization feels that the trading of potatoes on this exchange 
has been a great hindrance to the orderly and profitable marketing of 
our Mainet potato crop. Our organization feels that the exchange, 
instead of serving as a useful purpose in marketing of Maine po- 
tatoes, has been a tool which may people are using to gamble on the 
commodity in which they haven’t the slightest interest in outside of 
making themselves a fast dollar. 

The disadvantages with the exchange are that the trading of pota- 
toes far exceeds the actual amount available, which creates paper sur- 
pluses and shortages, which do not exist, and, nevertheless, have a 
tremendous effect in the actual cash market. 

We have no quarrel with the exchange as a vehicle with either, the 
producer or the buyer to use as a legitimate hedge, provided he does 
itassuch. Our quarrel is that in the exchange are a number of people 
who use it merely to gamble with. And you get a bunch of people, 


ly between 5 and 6 thousand 
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say, oh, clerks—in some cases I’ve known of women, teachers—trading 
on the exchange, who have no interest in what happens to our potatoes. 
The only interest they have is, can they make a dollar in this thing. 

Well, if you get, say, a thousand of them in with only a car of seed, 
and we get a situation like last spring, and when the market can teeter 
either way, and they get a little panicky maybe and will all sell at 
once, they break our market down so that it keeps dropping, and we 
dump our potatoes. 

Now, the gentleman who testified for the exchange said that it repre- 
sented the considered opinion of the best-informed people in the busi- 
ness. Well, it perhaps does, to a certain extent, but more than that 
where a number of people are trading on this exchange who are not 
in the business and have no way of knowing what’s going on outside 
of through rumors or what we all believe in, they are subject, as has 
been testified, to mob psychology and so on, and the minute a rumor 
hits that doesn’t boutid just aon. they go to selling. And if another 
one sounds good, they go to buying, and the market’s going up and 
down so that it seturalty hurts us. 

Now we would like to see this exchange done away with—not the 
exchange itself—but the trading of potatoes on this exchange. If 
that can’t be accomplished, we would like to see it modified so that 
it will be used strictly for anyone buying potatoes to resell. I believe 
that’s all I have. 

Mr. McIntire. Mr. Chairman? 

Mr. Grant. I think he answered the question I was just fixing 
to ask, if he didn’t think it probably served a useful purpose if it 
was limited to producers and dealers in any commodity ¢ 

Mr. Foster. I do, sir. 

Mr. McIntire. Am I correct in this conclusion, Mr. Foster, that 
used as a vehicle within the framework of the actual trading in the 
commodity by those who produce it and those who use it or distribute 
it, it perhaps has a more constructive function ? 

Mr. Foster. That’s right. 

Mr. McIntire. That’s the opinion you have? 

Mr. Foster. We believe it’s used merely to buy and sell potatoes as 
such, and not a piece of paper, where it has a useful purpose. It can 
be used by both the producer and the buyer, but the way it’s used now, 
it hurts us tremendously. 

Mr. McIntire. It would function, then, simply as a vehicle of nego- 
tiating current deals, rather than speculative deals? I mean, rather, 
the actual physical—a transaction in the commodity itself, rather than 
in contracts ? 

Mr. Foster. That’s right. 

Mr. McIntire. Is it your thought that it would be a vehicle by which 
we would be making future sales; but other than that, it wouldn’t be 
a futures exchange, would it? 

Mr. Foster. No. 

Mr. MoIntme. It would simply be a trading medium ? 

Mr. Foster. That’s right. 

Mr. McIntire. I see. Any other questions? 

Mr. Foster. There was one other thing that I had. 

Mr. McIntire. Yes. 

Mr. Foster. There’s been some talk on the financing of the potato 
crop on this mercantile. And I know of cases where fellows couldn’t 
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get financed, and get to the fertilizer companies, and the fertilizer com- 
pany sold it as a broker on the mercantile, put it in fertilizer, and took 
half the potatoes. As it turned out, the fellow didn’t have the money, 
and he had to keep getting more; and when he got done, he was sunk. 
He didn’t get his crop dug; he had none left. And the fellow that 
lost the crop, who hedged it, didn’t have anything either. So actually 
he had an increase of probably double the production that that farmer 
should have, and the fellow still didn’t make any money on the deal. 

Mr. McInree. Thank you very kindly, Mr. Foster. Very happy 
to have your group over there represented in the hearing. 

The next witness will be Harris Whited of Fort Fairfield. Mr. 
Whited. 


STATEMENT OF HARRIS WHITED, FORT FAIRFIELD, MAINE 


Mr. Wurrep. Mr. Chairman and members of the committee, my 
name is Harris Whited. I’m president of the Fort Fairfield Potato 
Growers Association. 

Mr. McIntire. Pardon me, Mr. Whited; just pull that mike a little 
closer to you, if you will, please. 

Mr. Wuirep. I’m president of the Fort Fairfield Potato Growers 
Association. It has a membership of around 100 members, and I am 
testifying for the members of that association. 

These growers feel they would like to see the exchange abolished. 
Ata large open meeting in February, last year, called by the Fort Fair- 
field Potato Growers Association, over 400 growers revealed that 
trading on the mercantile was very unfavorable and had a disastrous 
effect on the price of potatoes. It was brought out and felt by the 
growers there that it created a tendency to work overplanting by 
allowing a grower a greater excess and greater margin in seed and in 
spray materials. They also felt that it had a tendency to depress the 
cash market, but also in that respect, it will have a lot of cars delivered 
in the Harlem River point at one time. 

Also, at times it tended to give a false impression of the supplies 
and stocks on hand as to what the actual stocks are in the country. 

Cost of trading on the exchange is high for the average farmer. 
Today the credit situation, the way it is, he’s unable to finance a hedge 
for a large amount of potatoes that would do him much benefit. 

The growers in their areas, they don’t like the idea of other people 
trading their potatoes that aren’t owned by people who aren’t in the 
produce business, 

In a recent survey taken in the past, we sent out 200 cards to grow- 
ers in the Fort Fairfield area to get their opinions on the exchange, 
and on this card 3 questions were asked: Do you want the exchange 
curbed ; left as is; or abolished? Out of 200 cards, 63 were returned, 
or roughly 30 percent. Fifty-four percent of the growers requested 
that the exchange be abolished. Twenty-five percent said that they 
would like to see changes made in the exchange. Ten percent wanted 
the exchange left as it was at the time. 

This is the feeling of the farmers in our area. My own personal 
feeling is that the exchange has a place here, and with certain changes 
that could be made so that it would be of benefit to the producer, that 
it would be all right. 

Mr. McIntire. Mr. Whited, do you have 1 or 2 thoughts as to spe- 
fic changes that you have in mind there? 


> 
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Mr. Wuirev. No, Mr. McIntire, I don’t. I’ve been thinking about 
that. I did think something about changing the delivery points. As 
has been Poe out, they’ve done quite a lot of work on that, and that 
was one that I thought might be having—in other words, from Harlem 
River and make Cedar Hill, Conn., or some other place. 

Mr. McIntire. Any questions? Mr. Chairman, John, Paul? 
Thank you very kindly, Mr. Whited. We deeply appreciate your 
group being represented at this hearing. 

The next witness will be Mr. Luman Mahaney, of the Easton Potato 
Growers Association. 


STATEMENT OF LUMAN MAHANEY, EASTON, MAINE 


Mr. Mananey. My name is Luman Mahaney. I live in Easton. 
I’m a potato grower and grow 50 acres of potatoes. I’m representing 
the Easton Potato Growers Association. 

Mr. Chairman and members of the committee, I haven’t prepared 
a statement. I’m talking as the picture looks to family-sized farmers 
of which most are in my category in Easton. By family-sized farm- 
ers, I mean farmers who make their living entirely from their farming 
operation. Our potato association has a membership of 65 or 70 
members. That is approximately half or perhaps a little more than 
half the farmers in our town. 

Our association went on record last week as definitely opposing 
potatoes being sold on the mercantile exchange, at least, definitely 
opposed under the present regulations. We feel it’s bad for our 
industry as a whole for two reasons, some of which I will cite. One 
is, it has a tendency for potatoes to back up in the county. By that 
I mean sometimes they are sold and a paper profit is taken by buying 
back the sale. But the potatoes still stay here to be moved at some 
later date. Other times a man may move out the month of November 
and replace his trade in a different month later on. We don’t think 
that’s good for our industry when we are trying to move potatoes, 
advocating to move potatoes, earlier in the season. 

Another reason, we feel that other areas such as Long Island, New 
York, Pennsylvania, New Jersey possibly, are using that as a hedge to 
better advantage than Maine can use of the freight. 

Back to the question, does every farmer have an equal opportunit 
to use the exchange? From a financial standpoint, I would say “No.” 
The opportunity is there, provided he can get the deposit and the 
margin. ‘The surety of the margins carry on. I think one of the 
gentlemen of the committee mentioned production credit. I am quite 
familiar with the Fort Fairfield Production Credit Association. Ive 
been a director of the land bank and that association, the Land Bank 
Association of Fort Fairfield, for a number of years, and I work out 
of the same office. I’m not a director of the PCA, but I do know how 
they opertate in the past few years. 

If the price that the farmer might hedge on would give cost and 
some profit, they would hedge up to one-third of the number of cars 
that that farmer would normally grow. Of course, to do that they 
either had to have crop claim or somebody else had the crop claim. 
They would have to waive that many potatoes. 

I fell quite certain that in our area, the most of the hedging that 
has been done has been done by farmers through fertilizer companies. 
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I believe back a year or two ago, perhaps one of the local banks ma 
have done a little financing on hedge deals. We have no quarrel with 
hedging. In fact, when potatoes were first put on the exchange, that 
was the reason given for potatoes to be put on the exchange. It made 
possible for the Maine farmer to hedge part of the crop, expenses, 
when the price seemed satisfactory. However, the last 2 or 3 years, 
the exchange has seemed to grow. It’s grown to the extent that we 
might almost call it a monster in the potato business. As far as my 
area feels, it’s not for people to sell potatoes, who do not have any, 
not even in a poste eremmang area, that is, Maine—and who have 
no intention of taking any for delivery. 

Now we farmers in my area feel that if we must live on the ex- 
change, with the potatoes being on the exchange, there is some oppor- 
tunity—that perhaps the regulations could be changed of a grower, 
to what we feel as a grower. Of course I’ve got to admit that these 
farmers know very little about the mechanics of the mercantile 
exchange. We read our reports and papers of the mercantile sales 
and read what it does to our price and whatnot, and I think that the 
exchange does have quite an effect at certain times on our market. 
And the reason I say that, I think this question was asked twice be- 
fore, but sometimes I sell potatoes to dealers. Sometimes I load my 
own and sometimes through a broker. But occasionally I will sell 
to a dealer, and perhaps I’m trying to get an extra nickel more than 
he wants to pay. Without fail he usually refers to what the board 
done yesterday or what it is doing today. So I think that does show 
that it has quite a tendency to reflect our daily price. 

We think possibly some improvement could be made by limiting 
the number of cars that an individual or corporation might trade, if 
that could be done. Also, we feel perhaps the price bracket, espe- 
cially on a spot month, perhaps is a little too great. We are not of 
the impression that more delivery points, at least closer to Maine, 
would help the situation. It seems that potatoes, if there are a 
few—and there are a few extra ones shipped down to Harlem River—- 
they have had a tendency to be moved South and West more. They 
haven’t backed up too much, I don’t think, in the New England 
market. And if there should be a glut, then we feel that we still 
could operate, although it would have some tendency to change the 
price, but we would have a better chance to get in the markets. 

Furthermore, we don’t blame the exchange for a]! our troubles in 
this potato industry up here, but we do think that it has caused a little 
in the last 2 years. And we feel we’d be just as well off without it, 
but if we can’t have it removed, have potatoes removed from it. 
Growers who are interested in it should get information out so all 
farmers would be better educated as to the workings of it, and we 
hope that there would be some changes made that would make it 
more acceptable to the growers in Aroostook County. 

Mr. McIntire. Thank you very much, Mr. Mahaney. Any ques- 
tions ? 

Mr. Grant. Do you recall the approximate year in which potatoes 
went on the exchange? 

Mr. Mananey. Well, sir, roughly I’m going to say it’s, I think, in 
the late thirties. I don’t know exactly. 

Mr. McIntire. 1937, if Iremember correctly. 
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Mr. Grant. That’s a matter of record. I just wanted to know if 
you recalled. Thank you. 

Mr. McIntire. Thank you very kindly, Mr. Mahaney. Very 
happy to have Easton represented here. 

Mr. Perrin Edmunds, do you have a statement that you wanted 
to make ? 

May I say that we do have a couple of witnesses, at least 2, maybe 
3, for tomorrow. And I'll make a later announcement before the 
close. Mr. Edmunds. 


STATEMENT OF PERRIN EDMUNDS, FORT FAIRFIELD, MAINE 


Mr. Epmunps. Mr. Chairman, members of the committee, my name 
is Perrin Edmunds. I’m a grower-shipper in the Fort Fairfield area. 
I’m appearing here as a director of the National Potato Council and 
as a member of the executive committee. I would like to make it 
clear that the remarks that I make are for the information of this 
committee only, that I was not delegated by the council to appear 
here today. 

At the annual meeting of the National Potato Council in 1954, a 
resolve was unanimously passed that we acquaint the Secretary of 
Agriculture with the effect the exchange was having on the cash 
market, and that he be requested to make a study to determine if re- 
strictions were possible which would exclude the use of the exchange 
to the potato industry on a national basis. I believe I’m correct in 
saying that this resolution was motivated by the fact that these other 
areas market, generally speaking, in a very short period of time, 
especially in the early states; that they very often came on the market 
at a time when what we might call our delivery month, it seemed to 
be depressing the actual cash market, and that was the reason for 
their concern. 

This resolve was presented to the Secretary of Agriculture, and for 
purposes of the record, I’d like to say I think it was one of the prime 
movers in the meeting that Mr. Robertson mentioned awhile ago to 
study revisions of the contract. I attended that meeting from the 
State of Maine, and Mr. Caughlin from the Commodity Exchange 
Growers was there, and I believe that at his particular suggestion 
that meeting was called. 

The concern of the National Potato Council might be fairly well 
embodied in these four points: 

First, they are concerned that the exchange possibly increases the 
production of potatoes, and potatoes are apparently in plentiful sup- 
ply and have been for the past several years. 

Secondly, would there = advantages to multiple delivery points, 
or would there be some possibility of using a certificate of delivery 
system similar to what I believe is now used in the soybean contract 
or the soybean exchange? 

Thirdly, they were concerned about this practice of the grower get- 
ting behind the line, which I think is covered on page 94 of this 
futures trading trade analysis; that it was not fair to the potato in- 
dustry, possibly to the same extent that it was to the distributive end 
of the industry. 





52 FUTURES TRADING 


And as I mentioned earlier, the relation of the cash price of pota- 
toes to the board price of potatoes in delivery months, especially when 
some of these areas market entirely within 1 delivery month. 

That’s the extent of my statement, and I just wanted to get it on 
the record, and I repeat, that I am not as a delegate but for informa- 
tion only. Thank you. 

Mr. McIntire. Thank you very much, Mr. Edmunds, and for the 
information of the committee members. I’d like to say that Mr. 
Edmunds is a very active producer, and is also president of the Potato 
Industry Council, and also chairman of our Marketing Agreement 
Administrative Committee, and is a very, very active and interested 

yerson in the potato industry here in Maine. Thank you very much 

r. Edmunds, for adding this to the record. 

Let me make this announcement, that we have at least 2 and possibly 
3 witnesses for tomorrow morning. The committee will reconvene 
in this room at 9:30 tomorrow morning. It probably won’t take a 
very long time, but for those interested, you are more than welcome. 
If there 1s anyone here who would like to be added to the witness list 
for tomorrow morning, I would be very happy to do that, if you would 
just let me know. I'll probably be around the hotel here for awhile. 
Or if you just appear tomorrow morning, we can accommodate you 
then. 

I deeply appreciate, and I sincerely, I’m sure, express the opinion of 
my colleagues for the interest in the hearing this afternoon for the 
contribution made by the respective witnesses, And at that point, 
Mr. Chairman, I think I'll turn this back to you, and we shall be 
more than happy to have all interested people join us tomorrow 
morning at 9:30. Mr. Chairman. 

Mr. Grant. Thank you, Mr. McIntire. If that completes the testi- 
mony, we’ll stand adjourned until 9:30 tomorrow morning. Thank 

ou 


you. : . 
(At 5:12 p.m. the meeting was adjourned.) 
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DECEMBER 7, 1955 


Spectra, SuscoMMITTEF OF THE COMMITTEE 
on Acricutture, House or REPRESENTATIVES, 
Presque Isle, Maine. 

(The House Subcommittee of Agriculture reconvened at the ball- 
room of the Northeastland Hotel, Presque Isle, Maine, December 7, 
1955, at 9:40 p. m., eastern standard time.) 

Chairman Grant. The hearing will please come to order. I'll ask 
Congressman McIntire to resume the chair, please. 

Mr. McIntire. Thank you very kindly, Mr. Chairman. Now there 
are a few here this morning who perhaps were not present yesterday. 
Perhaps you were, but I think I see some that I didn’t see yesterday, 
and in order that you might know who the gentlemen are who are 
visiting with us here as members of this subcommittee, let. me intro- 
duce the chairman of the subcommittee at my left, Mr. George Grant, 
Congressman from Alabama. The second person on my left is Con- 
gressman Paul Dague of Pennsylvania. And on my far left, Con- 
gressman John Watts, of Kentucky. And on my right, Mr. John 
Heimburger, who is counsel for the House Committee of Agriculture. 

Yesterday we heard a number of witnesses, but we have at least 
2 or 3 this morning. There are a couple who I expected might be 
here, and they may be here now, who asked for an opportunity to speak 
this morning. 

May I say that after the folk who have spoken to me have testified 
and those folk have been taken care of, then if there is anyone in the 
audience here this morning—whether you have spoken to me before 
or not—who wishes to address the committee and give us the benefit of 
your thoughts relative to the matter of futures trading on potatoes, 
we would be most happy to have you indicate that you wish to testify, 
and we will have time to hear everyone who wishes to appear. Our 
schedule this morning is to start at this time, and we will necessarily 
have to close later in the day as far as meeting schedule to leave on 
the train. I’m sure there is ample time in the meantime, so I don’t 
want anyone to feel that they have not had an opportunity to give the 
committee the benefit of their ideas relative to futures trading. 

Our first witness this morning is Mr. Don Reed of H. C. Baxter 
& Bros.;a partnership. Their head office is in Brunswick. Mr. Reed, 
if vou will step up here and take the seat there. 

Let me say for the information of the committee, that Mr. Reed 
for many years served in the Agricultural Extension Association at 
the University of Maine, Agricultural Extension Service. He is most 
familiar with Maine agriculture—I mean by that he is very familiar 
with Maine agriculture—and works closely with farmers in the pur- 
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chase of produce, the management of the purchase of produce, for the 
company he represents. Mr. Reed, you may proceed. 

Mr. Reep. You don’t care for my name? 

Mr. McIntire. Yes, if you would, for the record, Mr. Reed, and 
your relationship or tie-up with the company. . You might pull that 
mike a little closer, Mr. Reed, because I think everyone would be very 
much interested in your observations. 


STATEMENT OF DONALD W, REED, PITTSFIELD, MAINE 


Mr. Reep. My name is Donald W. Reed, and I am an employee of 
H. C. Baxter & Bros., who are canners, dehydrators, and freezers. 
My duties consist mostly of the purchase of the raw material. Is the 
microphone all right ? 

Mr. McIntime. Yes, that’s all right. Might I ask, Mr. Reed, at 
that point, what products, basically, your firm packs or processes ? 

Mr. Reep. We’re seasonal vegetable canners, canning peas, string 
beans, and corn; and we produce in the potato field quick frozen 
French fries and such byproducts of freezing as patties and puffs and 
mashes. We dehydrate potatoes and produce potatoes to flour and 
meal from the dehydrated potatoes. And we’re canners of small 
potatoes. 

Mr. McIntree. Thank you. 

Mr. Reep. My duties with the company consist, as Congressman 
McIntire has indicated, of the purchase of raw material. The reason 
that we’re interested in the mercantile is that we find it necessary, of 
course, to give customers a firm price on the various potato products 
that we manufacture. 

Along in the late summer and early fall, the customers come in 
with orders for firm amounts at firm prices. And that leaves us in 
a position of not knowing exactly what our raw material will cost us. 
We never have gone out to the farmers in the spring with contracts, 
because we felt that in most cases the contracts were written at a very 
low level, and when we do contract direct, if we did, we would have 
the problem of never knowing whether the potatoes which the pro- 
ducer delivered would meet the specifications of our quality control 
people. It’s necessary for us to have high specific gravity and low 
sugar, and we prefer to be in a position of deciding at the time of 
delivery with the producer whether or not the potatoes will be ac- 
ceptable. So that leaves us in a position of either having to use the 
mercantile as a hedge, or going out and buying from the trade loaded 
cars. We have in the past bought a good many loaded cars with 
specified delivery savieds. The great difficulty with that is that if 
you are going to operate a true hedge, you should; of course, liquidate 
your hedge as fast as you acquire the actual potatoes. And the op- 
portunity for selling loaded cars at the time of buying your potatoes 
isn’t always very good. Actually there may not be much of a market. 
In the case of the mercantile, of course, you can always liquidate as 
fast as you acquire your actual raw stock. 

I think the greatest difficulty that we have had in operating a hedge 
on the mercantile has been the fluctuation of the price level on the 
mercantile in relation to the actual farm market up here. By farm 
market, I mean the barrel price. Course the mercantile is a futures 
market, and a barrel price is a spot market, and sometimes the con- 
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fidence in the futures market isn’t as good as the spot market. So if 
you buy potatoes in November, for instance, and have futures in later 
months, you may find yourself in a position of having to liquidate 
your hedge at a lower price than the spot market. 

One of the other difficulties, of course, has been the fluctuation of 
the mercantile at the time of delivery. When large numbers of cars 
of potatoes have been delivered on the New York market, it has 
tended to drive the price down, because there was momentarily an 
oversupply of the commodity right there in New York. More pota- 
toes were on track there than would be under normal conditions. 

In 1952, my company was long in November on practically a third of 
the open commitment, and we took delivery of about a hundred cars— 
well, we took delivery of over a hundred cars of potatoes on the New 
York market. 

There’s been a good deal of criticism on the quality of potatoes that 
were delivered, that they would just barely squeak by as far as grade 
is concerned, but in that particular instance there were not over three 
cars out of that over a hundred delivered that we had any trouble 
with, and they were sold all through the South and accepted and paid 
for at the price sold. 

I have advocated for a long time the advisability of making de- 
liveries at shipping point. I believe it’s a practical thing and could 
be worked out. People who were short in the county and wanted to 
make actual delivery, could place their potatoes on track, have a 
shipping point inspection certificate issued, and through their broker 
deliver the car number and the certificate to the exchange. The party 
who was long and who was in turn to accept deliveries, would be 

iven a certificate and a car number and the location of the car, and 
they are in the same position as any shipper with a loaded car to have 
it billed to—in our case we might have it billed to our plant, and use 
it as an actual car of potatoes to process. Of course, if a car of 
potatoes is in New York, we can’t very well ship it back to Maine 
and process it. It’s got to be disposed of somewhere in New York 
or south or west. The freight rate would be no problem, because the 
trading is on the basis of the New York delivered price, and shippers 
who are nearer New York would have the advantage, and those who 
were farther, like in the St. John Valley, would have the same disad- 
vantage they have anywhere. 

The matter of disposal could be handled very easily through the pur- 
chaser. There are a half a dozen different organizations in Aroostook 
who would, for the normal brokerage fee, sell the car of potatoes on 
the same basis that they sell other cars that they have the number 
and grade specifications on their desk. 

As I say, I have suggested that and have written a letter to the 
Commodity Exchange Authority, and the thing is on record, but it 
doesn’t seem to be a think that they are willing to put into operation. 
I say willing—what I mean to imply is that there seem to be problems 
which aren’t easily worked out and nothing has been done about it to 
my knowledge. 

Mr. McIntire. Well, Mr. Reed, have you had presented to you— 
in the presentation of your ideas and their reply to them—any reason 
why it’s not es to work out a shipping point delivery ? 

Mr. Reep. Well, I think mainly they feel that it would add to the 
cost of perhaps taking delivery, and that it would incur more super- 
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vision and would be more of a job for the mercantile to handle it that 
way than under the present situation. ee a 

Mr. McIntire. Do you think that the objection is more problems 
of management and administration of the exchange under that system 
of delivery more than it is a matter of pricing—that it’s more of a 
national problem than it is—— ; ; 

Mr. Reep. In my opinion it is. Of course, it may not be. That is, 
there may be other things that I am not familiar with, but it seems 
like that would be. ¢ 

I simply have made the suggestion to overcome that problem which 
arises every once in a while when we get huge deliveries in the mar- 
ket. Course there was the instance, too, of last April when some 
important factors became long late in the trading months, so that 
they could acquire potatoes, and then they turned around and became 
short in March and held over the late April deliveries for early 
delivery in the next month. I guess I’ve mixed my March and April 
up, but 

Mr. McIntire. Yes. 

Mr. Reep. So from our standpoint as a processor who uses up to 
as many as a thousand cars of potatoes a year, we feel that the mercan- 
tile exchange has a very definite place, and every year we use it to 
a greater or lesser extent. At the moment, we’ve only acquired 
something like 50 or 60 percent of our actual requirements for the 
year, and we're long in the late months on a part of the quantity 
which we have acquired, which should assure us of procurement of 
our raw material at about current prices. 

I think we’ve come to realize that. there’s about 25 cents difference 
in the mercantile price and the f. o. b. price here plus the freight to 
New York. I mean, we can’t, we don’t consider that when we make a 
purchase on the mercantile that we can actually replace it for that 
price. We've come to put into our calculations a 25 cents differential. 

Mr. McIntire. Well now, if I may try to put that in my own words, 
Mr. Reed, too, just to make sure I get what you mean there. Taking 
it on the average, 1 year with the other, you find in making a compila- 
tion of your cost of raw materials, purchasing both on a hedge— 
and on f. o. b. shipping point and a direct. purchase here—you find on 
the average that the f. o. b, purchase will be 25 cents a hundred higher 
than your price on a comparable shipping point—— 

Mr. Reep. That’s right. 

Mr. McIntire. As through the exchange? 

Mr. Rexp. That’s right. 

Mr. McInrirz. In other words, to put it around the other way, the 
exchange on the average is 25 cents a hundred lower than what you 
can trade for at shipping point here— 

Mr. Reep. That’s right. 

Mr. McIntire. All other factors being brought into balance? 

Mr. Reep. Yes, that’s correct. Well, unless there are some ques- 
tions from the committee, I don’t think that I have anything more to 
say. I’ve simply approached the thing from the standpoint of—it’s a 
tool. It’s something that we use year after year. It isn’t a perfect 
tool. There isn’t anything in the trade that would exactly take its 
place, and we see no reason why it shouldn’t continue to operate. I’ve 
made some suggestions that might make it a better tool for us, but 
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those suggestions if put in to operation might add disadvantages to 
other people using the exchange. 

Mr. McIntire. Mr. Chairman? , 

Mr. Grant. Do you recall approximately the year that trade in the 
potato futures were started on the exchange? 

Mr. Reep. Oh, I think it’s been going 20 years or more. 

Mr. Grant. Was your firm in business prior to that time? ; 

Mr. Reep. Well, our particular firm is a seasonal canning operation, 
and until the outbreak of the Second World War, they had nothing 
whatever to do with potatoes. When the Second World War came 
on and the need for dehydration was brought about by the Army pur- 
chases, we started dehydrating potatoes in 1943, and, as Congressman 
McIntire has indicated, I was with the Extension Service, and I left 
and went with the company to look after the: potato end of the thing. 
And from 1948 on, we’ve been in the potato business. At the close of 
the war, we attempted to get the housewife to use dehydrated potatoes, 
and the attempt was most unsuccessful, and we felt that a seasonal 
canning operation needed something for a winter employment, so we 
looked around for things to do, and this matter of quick frozen French 
fries came up, and we went on, built a new plant, and went on into 
that. And we began to trade probably 10 years ago on the mer- 
cantile. 

Mr. Grant. Well, to shorten the question, what I had in mind was 
what means companies, organizations like yours, used prior to the 
future trading—that is, to hedge or to protect themselves—what 
method was used, if any ? 

Mr. Reep. Well, before we purchased potatoes on the mercantile, we 
bought loaded cars. We went to organizations like Maine Potato 
Growers, Aroostook Potato Growers, and a half dozen other people 
in the county who were always willing to make future sales of potatoes 
based on a price and grade specifications at time of delivery. 

Mr. Grant. Well, that’s what I was getting at. The futures sale 
was made as between the buyer and the seller, but they want a price 
mutually agreed between the parties? 

Mr. Reep. Yes. 

Mr. Grant. Thank you. 

Mr. McIntire. Mr. Dague? 

Mr. Dacvur. I don’t believe so. 

Mr. McIntire. Mr. Heimburger ? 

Mr. Hermsurcer. Mr. Reed, I was interested in the differential 
that you find to exist between the price on the futures market and the 
Sa price or actual f. o. b. price of potatoes. Why is that; do you 

Ow ¢ 
__ Mr. Reep. Well, I think it’s basically this matter of delivery; that 
if you become the owner of a carload of potatoes in New York, you 
incur a certain amount of expense in getting rid of them, and if you 
and a hundred other people own a carload of potatoes on the same 
day, you are in a very crowded and difficult position [laughing], 
because each one of those cars has got to find a customer. — 

Mr. Hermpureer. Um-hum. 

Mr. Reep. Course, many people who are long and receive delivery, 
retender back onto the exchange, and some cars are retended several 
times, and then it becomes a scramble on the part of the “longs” to 
get out from under, so that they won’t take delivery. 
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Mr. Hermpurcer. Are you familiar with the extent to which other 
processors of potatoes use the futures market? Is it a general prac- 
tice among the companies who do process potatoes, or not? Can 
you answer that ? 

Mr. Reep. Not specifically, no. I can’t say that any competitor of 
ours actually trades on the mercantile. 

Mr. Hermpurcer. That’s all, Mr. Chairman; thank you. 

Mr. Warts. I do have one question. 

Mr. McInrire. Yes, Mr. Watts. 

Mr. Warrs. In Your opinion what effect does the trading on the 
futures market have on the present price of the potatoes that are ac- 
tually bought for delivery ? 

Mr. Reep. Why I don’t think it has any more effect than the whole 
general futures market. Course, we have a futures market all the time 
in Aroostook County. People are buying potatoes for future delivery 
every day, and I don’t think that by and large the mercantile affects 
that any more than the other meeting of the minds of buyer and 
seller. Of course, there have been, and probably will be, periods when 
large interests will suddenly decide they’ve made a mistake, and 
they'll reverse their position and there’ll be periods when there will 
be heavy deliveries. 

Mr. Wartrs. Um-hum. 

Mr. Reep. If someone has judged the market at a certain point 
and then conditions have developed so that they feel they made a mis- 
take and should get out and they are heavy holders in any 1 month or 
in all months and they suddenly start to change their position, it cer- 
tainly depresses or puts the market up. 

Course, to go back to the 1952 crop, a great many of the growers at 
that time in Aroostook County felt that the price of futures on the 
mercantile was very favorable and that it was good business for them 
to go out and sell part of their crop. So in May and June of 1952 
there were heavy sales by Aroostook County growers of potatoes. 
Then the southern crop became more and more disappointing as far 
as yield was concerned, and a great wave of optimism spread over the 
industry, and people began to buy. And many of the growers who 
had sold, found themselves unable to meet their margin calls, and 
they frantically began to buy in to liquidate their position. And of 
course that added more fuel to the already hot fire, and the thing 
went up. 

Now actually they were using the thing as a hedge and possibly they 
shouldn’t have been in such a hurry to get out, and many of them had 
to get out, because, as I say, they couldn’t beat the margin. 

Well, the mercantile certainly affected that situation in that it was 
the trading market. You couldn’t probably have gone in and switched 
positions as rapidly and made the moves as quickly if you’d been 
trading in loaded cars. The same pressures would have been there, but 
it’s such a delicate thing and so easily operated, and the market is there 
every day, that it’s very sensitive to those quick changes in crop condi- 
tions and sentiment. Just the same as last spring when they had the 
freeze. Overnight it went up and up and up. Probably the market 
wouldn’t have gone up as fast if it hadn’t been possible to make a lot of 
trades every day quickly. Does that answer? 

Mr. Warts. Well, I guess it answers as near as youcan. That’s all. 
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Mr. McIntire. Mr. Reed, just 1 or 2 questions that I would like to 
ask. It’s my understanding that your firm uses the mercantile substan- 
tially as a hedge against your actual needs later on or for raw materials, 
and as a way of leveling out your cost of raw materils and firming up a 
known cost basis as closely as you can. Now actually, though, am I 
right, in that you are a user of the potatoes, but that with regard to the 
contracts which you purchase on the board, on the mercantile in order 
to establish your raw-material cost, you are not able to use those actual 
cars which you purchase—— 

Mr. Reep. That’s right. 

Mr. McIntire. Because they go into New York, you can’t afford to 
bring them back to your plant here in Maine because the freight rate 
would be prohibitive. And so you are hedging entirely on a price, but 
you’ve got to go out and actually buy the Me a potatoes somewhere 
else that go into your plant. You can’t take delivery on the contracts 
which you hedge with; am I right? 

Mr. Reep. Yes. There are just 2 or 3 things that Id like to add to 
that. 

Mr. McIntire. Certainly. 

Mr. Reep. One is we never have been in a position of having futures 
on the mercantile plus actual purchases which exceeded our expected 
usage. 

r. McIntire. No. 

Mr. Reep. And if we could actually—if physically these potatoes 
which we buy on the mercantile could be delivered to our plant, in many 
cases it might not be possible for us to use them, because they might not 
meet our actual requirements. 

Mr. McIntire. I see. 

Mr. Reep. And that’s the same thing, of course is true, with loaded 
cars which we buy. We prefer to use these future purchases simply as 
price protection, rather than actual supplies because of the equality 

uirements which we have. 

Mr. McIntire. Well, that was the point I was getting at, Mr. Reed. 
It is price protection, and not that you are eventually going to use—— 

Mr. Reep. That’s right. 

Mr. McInrirz. Delivered cars which originate in your mercantile 
transaction. 

Mr. Reep. The other thing that I would want to say, Congressman 
McIntire, is that we find ourselves in a position where we have actu- 
ally sold at a firm price, our production, and unless with a market 
which fluctuates as wildly as the potato market, unless we find some 
way of assuring ourselves of potatoes at somewhere near the price 
level at which we have sold that—we’re in a vulnerable position. 

Mr. McIntire. Yes. As any processor is unless he has some way 
of firming up his raw material costs. 

Mr. Reep. That’s right. 

Mr. McInrire. Now I'll ask this question: You made reference to 
anyone in a long position and their switching the cars that are de- 
livered around many, many time to get out of their long position 
in any 1 day. It has been suggested that it would be an improvement 
in the mercantile if the permission to switch was removed and that 
anyone with a contract and a car coming in for delivery had the car, 
and the contract would be closed out because the delivery was made 
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and they had a car of potatoes. Would you have any observation on 
that ? 

Mr. Reep. Yes. I think that would be very helpful. Probably the 
net result of that would be the same thing as happened in November, 
that positions would be liquidated prior to delivery period or during 
the delivery period. It would discourage delivery. 

Mr. McIntire. Yes. 

Mr. Reep. And actually I think that’s what everyone would like 
to see. No one is actually interested in deliveries unless they have 
some particular situation to take care of. It has been said, of course, 
that the farmer who sells 10 cars of potatoes on the mercantile wants 
to go right ahead and make delivery. I don’t think that that’s actu- 
ally true, because there’s always a market in Aroostook County for 
potatoes which are loaded, and the f. 0. b. prices on the mercantile 
are likely to be near enough in relationship, so that he could sell 
through normal channels. 

Mr. McIntire. Just one other question, Mr. Reed. You made ref- 
erence to quality. I think there’s been many who feel that perhaps the 
quality on cars delivered to the board has not been equal te the 
quality in general shipments to the trade. But you made the ob- 
servation, I believe, that, on the cars which you have received or have 
taken delivery on in Harlem River, you have had very little trouble 
on the matter of quality. What year was it that you refererd to? 

Mr. Reep. That was November 1952. There was a condition which 
existed that year which they have taken care of, and we had heavy 
deliveries of Green Mountains, and Green Mountains at that time 
were at least 25 cents a barrel. 

Mr. McIntiee. Yes. 

Mr. Reep. Twenty-five cents a barrel less than here in the county. 
They have taken care of that. They have also taken care of the hun- 
dred pound proposition of people delivering potatoes in burlap. No 
one wants hundred pounds in New York, and that’s been taken care 
of. But in our experience, our deliveries have been good quality. 

Mr. McIntire. But that was principally for the year 1952? 

Mr. Reep. That’s right. 

Mr. McIntire. Had you taken.the hundred cars last year, it could 
have been different ? 

Mr. Reep. I don’t know. 

Mr. McIntire. It could have been the same? 

Mr. Reep. One doesn’t know. I wouldn’t make a statement. 

Mr. McIntire. One doesn’t know one year from the next? 

Mr. Regrp. No. 

br. McIntime. But those were pretty well centered in the year 
19524 

Mr. Reep. That’s right. 

Mr. McIntire. Any other questions of Mr. Reed? If not, thanks 
very much, Mr. Reed, for coming up and being with us here and giving 
us _ benefit of your experience and suggestions relative to futures 
trading. 

Is Kenneth Irving in the room? Kenneth Irving was represent- 
ing the Salmon Brook Potato Growers Association. We didn’t get to 
him yesterday. It is barely possible that he will have a statement 
which would be put into the record at a later date. 
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As I announced yesterday, if there is anyone in a reasonable length 
of time—perhaps let me say a couple of weeks—who wishes to pre- 
pare a statement and have it made a part of this record, the statement 
con be prepared and sent on to me or sent directly to the House Com- 
mittee on Agriculture in Washington, and it will be made a part of 
this record. 

Is Mr. Roland Bouchard here this morning? He indicated that 

rhaps he might be interested in making a statement this morning, 
if he could get over here. Apparently he hasn’t been able to get 
away. 

Mr. Irwin Porter. Mr. Porter, will you state your name and with 
whom you are associated? And we are very happy to have you 
with us this morning. 


STATEMENT OF IRWIN PORTER, PRESQUE ISLE, MAINE 


Mr. Porter. My name is Irwin Porter. I work with the local bank 
here and am a vice president of the bank, and primarily my duties are 
in the lending field. 

I haven’t been attending the meetings, so I don’t know what has 
been said before, and I probably have very little to add to what has 
already been stated here. My purpose in being here this morning is 
merely to speak from a banker’s point of view, so to speak, We being 
in Aroostook, are primarily interested in the farming communities 
and have in the past, especially, financed a good large number of 
potato growers and a large acreage. The price situation has varied 
from year to year from a fairly reasonably high price to an excep- 
tamelly low price. And asa result of this, why it has made it a little 
difficult from a lending viewpoint. 

My primary interest in speaking here at all this morning is the 
fact that there is quite a lot of comment that I’ve heard on the street 
in doing away entirely with the exchange. I don’t know how prev- 
alent that feeling is, but I merely wanted to state that from my point 
of view, at least, and from some of the farmers whom we do business 
with, that that disturbed me very much, because I think it would be 
very bad to do away with any medium that we have for the selling of 
potatoes or the opportunity for the growers to hedge their operation 
by making future sales, either before they plant their crop or shortly 
afterward, to protect themselves agaisnt disastrous prices. 

We haven’t had too much experience in the actual financing of sales 

-on the exchange, but our volume a year ago was rather heavy. This 
year it’s been somewhat lighter because of the low price to begin with. 
It hasn’t been too attractive to the farmers, although we do have some 
that have taken a very pessimistic viewpoint of the outlook for this 
year and taken the opportunity of selling their crop on the exchange, 
even though the price was not attractive and below the cost of produc- 

‘tion, That is entirely up to them. We do not encourage that a 
farmer hedge his crop, although we don’t discourage the practice, and 
if it is his desire, his wish, to avail himself of the opportunity of 
on protection through a hedge, we have certainly gone along 
with him as far as the financing of the required deposits and any 


additional margin that might be required because of an increase in 
price. 
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I think that the exchange does have a place in the financing of pota- 
toes and the growing of potatoes for those people who want to be 
perhaps a little bit more conservative, to have a definite sale for their 
potatoes, and in that way be able to avoid becoming bankrupt, so to 
speak, in any one particular year. I think that’s about all that I had 
to offer on that. 

Mr. McIntime. Mr. Chairman ¢ 

Mr. Grant. Mr. Porter, would you state approximately the percent 
of your customers that use the exchange ? 

Mr. Porrer. All I could do would be to venture a guess on that 

Mr. Grant. Yes. 

Mr. Porter. And say that the percentage is very small. 

Mr. Grant. How small? 

Mr. Porrer. It might possibly be 5 percent of our customers. 

Mr. Grant. Thank you very much. 

Mr. McIntire. Mr. Dague? 

Mr. Daeur. No, no. 

Mr. McIntire. Mr. Watts? 

Mr. Warts. When a farmer comes to you for a loan, does the fact 
that he has or has not used the exchange have any bearing on whether 
the loan is granted ? 

Mr. Porrer. We have had instances in the past where that has had 
abearing. As I have stated, we do not insist on his using the exchange 
except that that is one medium by which he can make future sales and 
the fact that he has sold a percentage of his crop, or is willing to sell 
a percentage of his crop before the marketing season before actual 
shipment, does have a bearing on his credit with us, because that gives 
us a little firmer foundation on which to see exactly what his repay- 
ment program will be, and to be a little more certain that the loan 
will be repaid. 

Mr. Warts. In other words, if he does make future sales on the 
exchange, the bank takes that as an added security 

Mr. Porter. That is true. 

Mr. Warts. On the loan ? 

Mr. Porter. Right. 

Mr. Warts. Does your bank follow a policy of ever requiring that 
before the loan is made ¢ 

Mr. Porter. There have been instances when we felt that it was 
advisable for the farmer to protect himself where it is somewhat of 
a marginal case or where his equity in his property would be such 
that he cannot afford to take any substantial loss. 

Mr. Warts. That’s all. 

Mr. McIntme. Then am I to understand then, that you do have 
cases which you could not otherwise loan to, if the exchange were not 
available for that particular farmer to participate in a hedge, as 
additional evidence of income on that crop? 

Mr. Porter. I think that would be true in a limited number of cases. 

Mr. McIntire. Well, with about, as you indicated, 5 percent per- 
haps of your total number of borrowers who are on the board, how 
many of the other cases would that involve? I mean, it would be much 
less than the 5 percent of those—— 

Mr. Porrer. Yes, it woud be. ld TUS 

Mr. McIntire. Who participate? In other words, it is an indi- 
vidual case rather than a lending policy ¢ 


. 
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Mr. Porter. That’s correct. 

Mr. McIntire. The observation was made yesterday by a witness 
that, in his opinion, he thought that most banks were interested in 
loaning to farmers—lI can’t quote him exactly, but the impression I 
got was that credit was available to hedge with by going to the bank. 

ould you make any observation on that? Do you think it’s generally 
available for farmers to hedge with? 

Mr. Porter. Well, I would say so, yes. I cannot speak for the other 
lending institutions 

Mr. McIntire. Surely. 

Mr. Porter. But I can think of no occasion where we have ever 
refused to go along with the hedging operation in providing the funds 
to make it possible for that farmer to hedge, if he so desired. 

Mr. McIntire. Has that been limited to those who are already bor- 
rowers from your bank, or has that been the folks who are outside 
your lending group? 

Mr. Porter. No, it would be the customers with whom we would 
usually do business and if they simply already borrowed from us—— 

Mr. McIntire. Yes. 

Mr. Porrer. Or people whose credit would be such that we could 
loan to. 

Mr. McIntire. Yes. 

Mr. Porrer. If they were being financed or borrowing from other 
lending institutions and had given chattel mortgages on their crop 
or ae hain of that nature, then we would not be able to go along with 


them in lending for the purpose of making deposits that might be 
ea on the exchange. 


r. McIntire. Do you have any questions, Mr. Heimburger? 

Mr. Hermpurcer. Well, since the point was made several times yes- 
terday, Mr. Chairman, that the funds with which to carry on a hedg- 
ing operation might not be available to what you might call the aver- 
age farmer, or at least to a great many farmers, I would like to ask 
the gentleman if he doesn’t mind generalizing on banking business, 
whether he thinks that is a correct statement. Would most farmers 
in the potato business here in this community, be eligible, generally, in 

your opinion, to borrow mee from the bank operated such as yours 
is, for this hedging operation 

' Mr. Porter. It’s rather a difficult question to answer, but, as you 
stated, I can generalize on it only. I know from experience that we 
are not the only bank that have made funds available for that pur- 
pose, and it’s my general understanding that the Production Credit 
Association also have gone along with such operations. I would 
say that it’s rather difficult to even predict what percentage of the 
farmers are borrowing from that in number. 

Mr. Hermmesurcer. Well—— 

Mr. Porter. But of those who have bank credit available, I think 
that generally they would have funds available for a hedging opera- 
tion. 

Mr. Hermmeurcer. Would you require any security, from an ordinary 
——e now, other than the security of his crop for a loan of this 

ind ? 

Mr. Porter. Not especially, no. It would depend again entirely on 
the individual farmer’s financial condition. But if we are financing 
him and he ‘has no other indebtedness to speak of, we have required 
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no further security from him for this-particular operation. The wa. 
we have handled that has been to have sales made in the grower’s 
name and also our own name, so that through the brokers we do have 
control of those funds, and we have him.give us authority, or give 
the oe authority, to honor no instructions except with our ap- 
roval. 

: Mr. Hermpourcer. Well, would you be able to hazard a guess as to 
what percentage of the farmers in this area might be able through 
their own lending institutions or otherwise to carry on a hedging oper- 
ation, if they wanted to? I know it’s a guess. 

Mr. Porter. I don’t know as I could answer that question. 

Mr. Hermpurerr. Can you give us any idea? ould it be 10 per- 
cent of them or 90 percent ¢ 

Mr. Porver. Oh, if I were to make a general guess, I would say 
that the figure would be, for a rough guess again, perhaps 25 percent 
in volume, or of potatoes grown, I think it would S larger than that 
because of the number of very small growers. 

Mr. Hermpureer. In other words, it would be in general the larger 
growers who would be in a position to do this? 

Mr. Porrer. I think that would be generally true. 

Mr. Hermeureer. Thank you very much. 

Mr. McIntime. Well, Mr. Porter, essentially your operator has 
got to be bankable credit? 

Mr. Porter. That’s right. 

Mr. McIntire. And the hedging is only the function he wants to 
perform ? 

Mr. Porter. That is true. 

Mr. McIntime. And it in itself is not a credit base? 

Mr. Porter. No. 

Mr. McIntire. The man himself is the credit base. And if he 
wants to go into a hedging operation, and he has the basis for credit, 
then the bank is sympathetic to that type of a venture with the use 
of borrowed money ? 

Mr. Porrer. That’s true. 

Mr. McIntiee. And it would not 

Mr. Porrer. And, of course, we can go a little further because of 
having more assurance of his being able to repay. 

Mr. McInrme. There is a degree of security in the actual hedging 
operation—— 

Mr. Porrer. That’s right. 

Ms. McIntire. But the primary criteria is that he’s a bankable 
risk ! 

Mr. Porrer. Yes. 

Mr. McInrme. And if he isn’t in that category, he’s not going to 
get the money for a hedging operation even if in the hedging operation 
there is a little additional security ? 

Mr. Porrer. That’s right. 

— MoIntime. He first has to qualify for a bankable type of 
oan 

Mr. Porter. That’s right. 

Mr. McIntire. And then the other is sort of collateral to the first 

uirement ? 
r. Porrer. Yes, sir. 
Mr. McInziee, And.that would apply to every bank; won’t it? 


. 
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Mr. Porrer. I would say so. 

Mr. McIntire. For even any other lender in that respect ? 

Mr. Porter. That’s right. There again it is difficult to establish a 
figure of just what percentage of the farmers are bank credit. 


Mr. McIntire. That’s right. That’s a flowing situation. [Laugh- 
ter. | 


Mr. Porrer. Yes. 

Mr. McInvire. We'd like to have is Gowran. 

Mr. Warts. It’s been flowing down; hasn’t it 

Mr. McIntire. Yes; that’s Tight. Are there any other questions of 
Mr. Porter? We certainly appreciate your dropping in and helping 
us out, Mr. Porter. 

The next witness which I would like to call is Mr. Harry Umphrey. 
Mr. Umphrey. For the information of the committee, Mr. Umphrey 
is one of the leaders over many years in our potato industry. He has 
had a farm operation and has been in the sale and purchase of potatoes 
and in the processing of potatoes for a number of years, and probably 
no one in this industry has had a broader experience or contributed 
more in constructive thought to his industry, and his influence extends 
far beyond the bounds of Maine. Mr. Umphrey, we’re delighted that 
you could drop by and give us the benefit of your thoughts on this 
problem with which the subcommittee is dealing. 


STATEMENT OF HARRY UMPHREY, WASHBURN, MAINE 


Mr. Humrnurey. Thank you, Congressman McIntire, and your com- 
mittee of Congressmen. I first want to say that I have not been able 
to be present at the hear ings, so I’m not at ‘all familiar, neither have I 
talked with anybody who is, with what has transpired. I’m also 
ashamed to say, and I'll plead guilty, that it’s not quite clear in my 
mind the purpose of your hearing, whether it is to establish the fact 
that we don’t want potatoes listed on the commodity exchange—that 
it is not a tool that can properly and efficiently be used—or whether it is 
in the actual operations of the exchange as it is set up. 

So with that statement, let me just say that as a farmer it is my frank 
and honest and considered opinion that the fact that our Marine pota- 
toes are listed on the commodity exchange is very definitely a tool, one 
of the tools that we can use in our planning and in operating a farm 
in the production and distribution of our potatoes. 1 believe we will 
all agree that as individuals, and sometimes I think particularly so, we 
as farmers are pretty apt to look for the reason for difficulties we find 
ourselves in and something to eye it on, or somebody to blame it to, 
rather than ourselves. I think as farmers we are slow to realize just 
how competitive we are for some part of the consumer’s food dollar, 
and under this dynamic economy of the present day, in this competitive 
system of free enterprise, which we are all interested i in, we're looking 
for reasons for our particular predicament that are perh ips not our 
fault, somebody else’s. That’s only human nature. It’s as old as 
civilization itself. 

I have not followed closely the operations of the exchange at times, 
but we have used it in our planning. We have sold and Sela on our 
own production at times. We've been on both sides of the fence. 
We’ve made mistakes at times, and it’s been very helpful at times, 
but we find it a tool that we can use to our advantage in my opinion. 
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Whether it’s good for the industry is a debatable question. I under- 
stand some people feel that it is not. But I think the people who feel 
that way are lacking, perhaps, in the understanding of our overall 
economy. 

For instance, at this very moment we can deal in so many things, 
Federal funds for instance; Federal funds can be purchased within 
the next 5 minutes over the telephone for the purpose of settling 
balances in the Federal Reserve System. And pee no criticism 
of that market. There is a market established on that, and so man 
things. It’s a tool, and in the use of this tool, I think properly used, 
it’s very helpful. 

We do not make a market with it, but we can interpret a market, 
as I understand. The supply and demand is well interpreted. I 
understand that perhaps in the past, on the street at least, there have 
been accusations of manipulation on the exchange. Well, I think we 
all realize that any tool—we have rules and regulations in driving 
our cars. My automobile is a tool of transportation, but there are 
rules under which I am to turn to the right. I am supposed to recog- 
nize the sign that is spelled S-T-O-P at times. There’s abuse of those 
rules and regulations at times, but I’d hate to give up the tool. 

I don’t know that I can add anything to that, except for the record. 
I would like to say there’s always room for improvement, but I think 
we need to continue in the production and distribution of this and 
other commodities—we need all the tools that are available. 

Mr. McIntire. Well, Mr. Umphrey, we certainly appreciate your 
comments. As one who has known the potato industry for many years 
and has seen the changes that you have known and participated in, 
and as one who is known the Nation over within this industry and 
outside of it in your connections with the Federal Reserve Bank in 
Boston and other banking and corporate interests, we are particularly 
happy to have your thoughts, because they come out of a lot of ex- 
perience. Mr. Chairman, do you have any questions of Mr. Umphrey ? 

Mr. Grant. Mr. Umphrey, of course we have a surplus of potatoes 
as we have every other agricultural product at the present time. What 
is your opinion as to the effect, I might say, that the exchange has 
on the production of potatoes? Do you think it tends to increase or 
decrease, or has it practically no effect ? 

Mr. Umenrey. That’s a little difficult to answer. 

But I believe we ourselves control the production. We have the 
advantage of guides from the USDA, and forecasts of what the prob- 
able needs are. And then we proceed to plan our own production, 
and we’re responsible for that. Now, the effect of the commodity 
exchange with potatoes listed—now, what that acreage will be in any 
given season might vary. For instance, I can appreciate, I do ap- 
preciate, the fact that if we have a market in or around the planting 
season, that if the opinion of the grower will Jet him operate his unit 
so that he can hedge some portion of his production, it may have a 
tendency for him to keep that production up to an acreage which he, 
in his opinion, thinks is an economical one to operate as a unit. And 
the overall effect might be—I don’t say that it is—that we finish the 
harvesting season with a crop that perhaps exceeds what is needed 
for human consumption. Does that answer your question ? 

Mr. Grant. Thank you. 

Mr. McIntire. Mr. Dague? 
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Mr. Dacue. No. 

Mr. McIntire. Mr. Watts? Mr. Umphrey, I’m sure that the pur- 
pose of this hearing is primarily associated with the responsibility 
of the House Committee of Agriculture to follow the problems of 
farmers in local, regional, and national matters, and the establish- 
ment of this subcommittee arose primarily because of the intense 
interest on the part of potato producers and onion producers in the 
Mercantile’s trading in a commodity from which they were getting 
a livelihood. And the hearing here is not based on any legislation 
before the committee, because none exists as such for dealing with 
this problem. The hearing is entirely set up as an opportunity for 
members of the committee, who have a general responsibility to agri- 
culture, to gather information from which there may or may not be 
drawn the basis of suggestions or conclusions, which, of course, in 
order to be implemented into law, would have to come about through 
the preparation of a bill and then the processing of that bill through 
the appropriate steps. And this is only an opportunity for committee 
members, sitting as a subcommittee, to get expressions from folk who 
are interested, both one way or another—— 

Mrs. Umpurey. Yes. 

Mr. McIntire. And the hearing is not based on any objective other 
than a chance to be informed and to discharge a responsibility beyond 
that point, if there seems to be one. 

Mr. Umrnrey. Well, thank you. I’m glad to have that understand- 
ing, becauee frankly I was not introduced to it. 

r. McIntire. Certainly. 

Mr. Umrnrey. And I repeat, we are always looking for a goat, 
somebody to blame. 

Mr. McIn1me. Yes. 

Mr. Umpurry. I remember another time in the past when we 
thought the chain stores as such were the reason for low prices on 
much of our production. And you all recall that, ’m sure. And we 
seem to move from one problem to another, which is life itself. 

Mr. McIntire. And by the same token, of course, these things are 
subject to constant change, and the methods within the trading sphere 
of the trading exchange is open to improvement by the same basis 
that our own relationship with it is open to—— 

Mr. Umenrey. Right. 

Mr. McIntmer. Better understanding and a better working relation. 

Mr. Umrnreery. And we seem to resist change. 

Mr. McIntire. Quite likely. 

Mr, Umrnrey. I just finished painting-the first-sulky plow that 
came into our town, and I can just recall that there were men there 
who said they would never have that kind of a tool on their farm. And 
the one that father had we just painted it up and put it away as a 
curiosity. Nobody wanted it. 

And just as we look at these things, it’s really interesting. It’s been 
a pleasure to see all you gentlemen. 

Mr. McIntire. We appreciate your being here and giving us the 
benefit of your comments. 

Mr. Umrurey. Thank you, Congressman, 
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Mr. McIntiee. Mr. Fred Warman? Mr. Warman, I’m happy to 
have you with us this morning. Will you state your name and address 
and other pertinent information that you wish to make as a matter 
of record ? 


STATEMENT OF FRED WARMAN, PRESQUE ISLE, MAINE 


Mr. Warman. Thank you, Mr. McIntire. Members of the com- 
mittee, I’m Fred Warman from Preque Isle. My business is primarily 
the selling of potato seed in most all sections where Maine seed is 
moved. 

I find the New York Mercantile a great aid in my business. There’re 
two reasons for this. At times growers in the localities where we 
work will get a collective urge to ‘buy seed. You gentlemen know if 
you are going to keep ac ustomer when he calls you for a price, you're 
going to pretty well have to give him that price; or if he doesn’t buy 
it from you, hell go to some other locality. There are many other 
localities that furnish seed—in New Brunswick, Prince Edward Is- 
land, Michigan, New York State—so when our customers call us, we 
fee] obliged to quote them a price. Often they accept those prices, 
and at that time we might find a great reluctance on the part of the 
Aroostook grower to sell. We can't criticize him for that, because 
he has not yet produced his crop. He doesn’t know whether it will 
pass certific ation, and he might think the market might well be higher, 
which could very well be. 

Well, I could very well find myself, along with other seed dealers 
here, in the position of taking on orders for 50 or a hundred cars of 
potato seed. Those orders are coming so much faster than we can go 
out and cover them with the growers; therefore, there’s only one place 
we can go and immediately cover those sales, keeping in mind that the 
price on 1 the mercantile is alw: ays relative to the price of actual potatoes. 

Another reason why I find it at least—and I’m sure other people 
do—a great advantage, is that so many of our seed customers will 
want to buy a specific lot of potatoes, or potatoes with certain specifica 
tions. Perhaps they will want some seed that has been through the 
Florida test. The Florida test doesn’t become available until about 
the ist of February. Through the summer we might be selling some- 
thing with, oh, certain specifications as regard to Florida test. There is 
no way in "the wor ld that we can buy those and be sure that we are 
adequately covered. So we take on these orders at times, not always, 
and cover them on the mercantile. As soon as we can buy those actual 
potatoes to cover this order, we liquidate our hedge. 

To sum it all up, gentlemen, I feel that if we did not have the 
mercantile to use as a tool, it would be a definite step backward in the 
progress of our Maine potato industry. 

Mr. i Intire. Mr. Chairman? 

Mr. Grant. Mr. Warman, you seem to deal on the quality of the 
potatoes which you are primarily engaged in shipping—seed pota- 
toes—do I understand 

Mr. Warman. That is right, sir. 

Mr. Granr. And when you buy those on the exchange, you have 
a certificate certifyi ing the grade and quality, and so forth? 

Mr. Warman. I don’t quite follow you. 
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Mr. Grant. In other words, rather than buying a particular car 
of potatoes, you are guaranteed as to the grade and quality of the 
potatoes ; are you not? 

Mr. Warman. That’s right. 

Mr. Grant. I believe that’s all, Mr. Warman. 

Mr. McIntire. I know you've been in the seed work for a long 
while. Do you find, or would it be your observation, that the users 
of seed, either individually or collectively, are using the exchange as 
au hedge before they move in to place orders with folks in the trade 
here who are dealing directly with growers, as contrasted with the 
usual practice a number of years ago, when those purchasers, either 
collectively or individually, came through to men performing the 
service that you perform with deposits themselves to go to the 
growers? Do you see a change in pattern there from your experi- 
ence in the deal ? 

Mr. Warman. I have noticed 1 or 2 cases perhaps in the overall 
picture. It wouldn’t amount to more than one-half of 1 percent of 
the potential customers of Maine seed who cover their needs on the 
mercantile prior to actual purchase. Whether or not there is a 
tendency in that direction, I wouldn’t know. But I know in my 
experience of only 1 or 2 cases of it. 

Mr. McIntie. It it is, it’s not unusually conspicuous at least? I 
mean, it’s rather limited ? 

Mr. Warman. Very, very limited. And not important, in my 
opinion. 

Mr, McIntire. There was, as I understand, frequent reference made 
yesterday with relation to seed, that that might be a trend. 

Mr. Warman. That should not, Mr. McIntire, have too much bear- 
ing on the situation, because eventually, when those people have com- 
pleted their planting, it leaves them in a liquid position as far as 
their seed needs are concerned. As soon as those people have definitely 
decided what they are going to plant and what they want and as far 
as varieties and acreage is concerned, they will come and purchase 
Maine seed and place the usual deposit. 

Mr. McIntire. Any other questions? Thanks a lot, Mr. Warman, 
for being with us here this morning and giving us the benefit of your 
thoughts relative to this matter. 

Now is Kenneth Irving or Roland Bouchard here now? 

(No response. ) 

That completes the list of witnesses which has been presented to 
me. Now, as I stated, there is the opportunity now for anyone 
present who may wish to make a statement for the record. If you 
would just stand up, we would be very happy to recognize you. 


Yes, Mr. Brewer. Mr. Albert Brewer. 
STATEMENT OF ALBERT BREWER, PRESQUE ISLE, MAINE 


Mr. Brewer. Congressman McIntire, members of the Agricultural 
Subcommittee, my name is Albert Brewer. I’m a farmer. And I’m 
speaking only for myself. I am a good deal like a fellow who came 
before a committee that I sat on one time in the Maine State Legis- 
lature. He said he didn’t know whether he was for or against the 
bill. He wanted to do what his constituents wanted him to do. 
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Mr. McIntire. May I interject right there, Mr. Brewer, for the 
information of the committee; Mr. Brewer has served this area in 
the legislature, in the house and in the senate, and has taken a 
very active interest in community affairs and is a very active farmer 
in Presque Isle. And you may proceed, Mr. Brewer. 

Mr. Brewer. I see in the mercantile several drawbacks to the 
farmer. One is that it’s the first commodity that anyone ever went 
out and sold that you had to dig down money and pay to do the 
business. In the years past when the buyers came in the county, it 
was almost an unwritten law that any carload of potatoes that was 
sold at that time, a deposit of $200 was given to the farmer. They, 
when they go in on the mercantile, the farmer, if he wants to par- 
ticipate, has got to dig up $200 practically—it’s $195, but $200 sounds 
better—to go into the mercantile just for the privilege of selling that 
commodity, and the money goes into New York and goes out of cir- 
culation as far as the county is concerned. 

Now another drawback that the mercantile has to my way of think- 
ing is, that in times when actual deliveries are made, the fact that 
the butcher and the baker and the candlestick maker and nobody di- 
rectly connected with the industry can go in. When these deliveries 
are made to those people in New York, they have no means of taking 
care of them, so they have got to take the first offer that comes along, 
and in many cases, that has a depressing effect on the potato market. 

Now what I would like to suggest to this committee—I’m not say- 
ing this to be sarcastic or because I’m biased—but I think you can 
see a trend in the line. Those that have used the mercantile and have 
been successful in it, are all for it. But those that haven’t been in it 
or don’t know too much about it, are all against it. 

Now I feel, I offer this suggestion, that if these boys want to play 
with the mercantile, I see no reason why a floor couldn’t be put under 
the thing at a dollar and a half a hundred; then if the boys wanted 
to play with it, nobody could get hurt; I mean the actual producer 
anyway. But as it is, I feel that it may be a new trend. It’s one of 
those things. I think it’s a good deal like the liquor problem. If it 
was used right, it’s all right; but when you get the human element 
into it and speculation—and we know there has been manipulation 
of the thing—it certainly hasn’t been to our advantage. 

Mr. McIntire. When you get it into the human element. 
[ Laughter. ] 

Strike that. 

Mr. Brewer. There’re no rules—I mean, there’s no way of governing 
the thing, because everybody has his own ideas. So, as I say, I want 
to point out to the committee, that you will find the fellows that have 
been in it and have made a success of it, are all for it. But those 
of us who are the actual producers, and in many cases, I will point 
out, that the men that are testifying for it, not too many of them are 
actually in the growing game. They are brokers or dealers or some- 
thing like that. 

But I do feel that the mercantile has driven out the local buyer, 
to a certain extent. We have very few of them in any community 
to what we did have previously. The fact that many people use 
the mercantile to hedge, I can’t understand, because they say that 
they are establishing a price factor on it. I can’t understand why 
those same men couldn’t come in the county and cover what their 


> 
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needs are at a price that they know at that time. I think that’s pos- 
sible. But today the trend 1s to go into the mercantile. And so for 
that reason, I can’t see where it does help us in time of overproduction. 

Of course you may go back again to the fact that maybe we are re- 
sponsible. I remember Mr. Shapiro came up here and sold us on 
the idea of the co-ops at one time. And I remember very vividly one 
statement he said. He said, “Time and place supersede demand,” but 
it doesn’t do it in our economy. But I do feel that in many cases 
people that are not involved can go out and sell the farmer short, and 
there’s very little that he can do about it, and he has to take it. And 
to me it may be something we have to live with, but if some safe- 
guards could be made whereby that the actual producer wasn’t hurt 
too bad, especially in a time of overproduction. 

Not only that, I would like to cite to the committee that as far as 
I know, Maine and Idaho are the only two potatoes that are on the 
mercantile. The fact that the price of Idaho’s doesn’t seem to fluctuate 
to the extent of Maine potatoes would seem to me to be one reason 
that we, especially, need protection here in Aroostook County. 

So, if there was any way of regulating the mercantile so that, as 
I say, not too many people could get hurt in it, and we known in 1952 
that many, many people in Aroostook County were hurt and hurt 
bad financially. Because, as cited before, they went in and they sold 
and then the price began to come up, and they began to buy; and when 
the price dropped down, they had to liquidate, and that hurts. 

And I think in the overall average, probably the mercantile has 
taken more money out of Aroostook County than has been put in. 
I may be wrong; I haven’t any figures to substantiate. I think that’s 
about all I have to say. 

Mr. McIntire. Mr. Chairman? 

Mr. Grant. No. 

Mr. McIntme. Mr. Dague? 

Mr. Dacter. No. 

Mr. Warts. I’d like to ask him one question. Growers in this 
section have been selling potatoes for future delivery for many, many 
years, haven’t they? 

Mr. Brewer. That’s right. 

Mr. Warts. Is there a larger sale of potatoes for future delivery 
since the advent of the mercantile than there was prior to that time? 

Mr. Brewer. That would be a hard thing. I would think that 
there were. 

Mr. Warts. It’s much easier, I assume, to sell 

Mr. Brewer. That’s right. 

Mr. Warts (continuing). For future delivery on the mercantile 
than it is to wait for some buyer to—— 

Mr. Brewer. That’s right. 

Mr. Warts (continuing). Come around and make the order? 

Mr. Brewer. You see, in years past—I’m in the seed business—the 
seed growers from Virginia, Florida, and up through, you start in 
Florida and work up through, would come in in November and buy 
a certain amount of potatoes, pay us a deposit on each car, and we 
had money to work on. Today on each car that’s sold—and of 
course on the mercantile the one that’s sold has got to be bought— 
it’s $400 of somebody’s money that is in the mercantile. That isn’t 
where it should be, to my way of thinking. 
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Mr. Warts. Of course the facts show that a good many more cars 
are bought and sold on the mercantile than are in existence, but 
my question was, are there more cars actually sold by the producers 
since the advent of the mercantile than were sold before? 

Mr. Brewer. That I couldn’t answer, sir. 

Mr. Warts. What, in your opinion, is the effect. of the operation on 
the mercantile on the average potota grower who does not participate 
in the mercantile operation? Just raises his potatoes and sells them ? 

Mr. Brewer. Well, to my way of thinking, I don’t know what 
effect it has on them, but in most cases—course everybody is happy 
when the thing goes up, but when it goes down, why I think it’s cer- 
tainly a big factor in determining price, certainly back to the grower, 
at any rate. 

Mr. Warrs. You think it has had a tendency to have a depressing 
effect 

Mr. Brewer. I do. 

Mr. Warts (continuing). On the actual delivery sale prices? 

Mr. Brewer. Because the first thing you hear on the street is, 
“What’s the mercantile today?” “Well, the price has gone up.” 
Well, you call the dealer, and the price has gone up. If the mercan- 
tile has gone down, why he may have been buying in and he’s either 
cut his price or he hasn’t got any orders. I mean, that is the general 
trend of the market people on the price here locally. 

Mr. Warts. It makes the potato market, then, more susceptible 
to rumor? 

Mr. Brewer. That’s right, absolutely. 

Mr. Warts. That’s all. 

Mr. McIntire. Any other question? Thank you very kindly, Mr. 
Brewer. We’re delighted to have you here, and appreciate 

Mr. Brewer. Thank you. 

Mr. McIntire (continuing). You're offering your suggestions and 
your thoughts to the committee. 

Now is there anyone else here who would at this time want to 
appear before the committee to offer their thoughts for this record ? 

May I again say that anyone here, or who has been here, or who 
has not been here before, if there is anyone who wishes to prepare a 
statement and make it a part of this record, they can do so, and my 
office will be very happy to handle it for you. And I made the sug- 
gestion before that you send it perhaps to the committee in Wash- 
ington. I think it would facilitate the matter if one would send it 
directly to me at my address in Perham, and I'll see that it does be- 
come a part of this record. I think, Mr. Heimburger, that perhaps we 
ought just for the record, put a bit of a time limit on it—let’s say 
probably in the next couple of weeks, or isn’t there any need of any 
time limit ? 

Mr. Hermevurceer. I think we ought to try to get the transcript to 
the printer before Christmas, if we could. So I would say 2 weeks. 

Mr. McIntire. Well, let’s for the record, just so that there is a 
record, let’s say that any statement prepared and received by me 
within the next 2 weeks will be a part of the record, so that we wi'll 
have a terminating point and no one will presume that they can wait 
indefinitely and still be in the record; because these records have to 
be made complete and published. 

Do you have any other matters, Mr. Heimburger ? 
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Mr. Hetmpurcer. No; I don’t 

Mr. McIntire. Before I turn the hearing back to the chairman, I 
want to personally, and may I, Mr. Chairman, on behalf of the com- 
mittee, also, to express our appreciation to the w ritnesses. The arrange- 
ments for this meeting facility have been with the kind cooperation of 
the Northeastland Hotel. 

Our stenotypist here has been Mr. Preston Rand, of Bangor. We 
are very much indebted to him in that he has been here taking down 
every word of this record, because it will be a public document. 

I wish to express our ap yreciation to WAGM for the service which 
they have given in anaituty tna this hearing in order that everyone 
may hear. And May I say that there may be some use made of some 
portions of this which would be of general interest to the public. 

I want to express to the Potato Industry Council, their officers, 
directors, and staff for their assistance in arranging for the hearing 
and the scheduling and their interest in making this known to the 
public in order that everyone might have an opportunity to appear. 

Also, to the various or ganizations here in the community who ais9 
have taken an interest in expressing word of the hearing and an- 
nouncing the fact that it was open to the public, providing an oppor- 
tunity for those interested to express their opinions to the subcom- 
mittee. 

We want to express appreciation to the chamber of commerce for 
the arrangements they have made with relation to the hearing. 

Our committee is traveling by train, and it extends acknowledgment 
to the Bangor and Ar oostook Railroad and the Maine Central Railroad 
for their assistance in arranging schedules and providing accommo- 
dations for the committee in getting up here to visit with us. 

And the committee appreciates the interest and cooperation of all 
the other individuals who have taken part—and there are many of 
them—because I have called freely on folks to join with us in order 
that this hearing might be representative of the thought of producers 
and folks trading in potatoes, both on or off the board; that it might 
represent a cross-section of opinion; that the committee might have 
an opportunity to hear a number of witnesses; and that all angles of 
thant might be freely expressed and recorded. 

And with that, Mr. Chairman, I return to you. 

Mr. Granr. Thank you, Congressman McIntire. I’d just like to 
reiterate the thanks of the committee to all those organizations, and 
individuals, that you have mentioned here in your statement. Cer- 
tainly the fine things that you say about your constituents are true. 
If it were not for that fact, we would not be back here a second time. 
Several of the members of this subcommittee have previously visited 
Maine and your fine district here, and we are just looking for an 
excuse to come back again at some other time. 

Now the committee is not in the position that the old judge was down 
in my district some years ago, when he stated that he never wanted 
to hear but one side of a case. He said when he heard both sides he 
got confused. [ Laughter. ] 

But probably we’re confused here at times, but we do hope to take 
further testimony from time to time. No one here has any precon- 
ceived or any set feeling on this subject. If Mr. McIntire has any, he 
certainly has kept it to himself, because when he invited the committee 
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here to have this hearing, he has never mentioned any of his personal 
feelings or how others felt, except he wanted the committee to come 
here and to listen to the proponents of the exchange and those who 
were opposed to it. 

Congressman Dague, would you have anything to say? 

Mr. Daeur. Nothing except to join in the very warm appreciation 
of the fine reception we have had here—to pay you a definite and dis- 
tinct compliment by saying that I do not remember a hearing where we 
had a group of witnesses and had present men who were thinking, in 
my opinion, so clearly. I have come to one conclusion here, that out of 
al of these hearings there is this definite opinion, apparently in your 
minds, that futures trading is a mixed blessing. And, as the last 
witness said, it is comparable to our traffic laws and many other 
things which we recognize we have to put up with in order to enjoy 
some of the privileges. I shall return to Washington with the con- 
clusion that even as you folks may be somewhat undecided as to just 
exactly what should be done about futures, even so, most Members 
of Congress will approach the issue with only one purpose, and that 
is whatever we may do, it shall not in any way damage the potato 
industry or do damage to a very, very fine section of the citizenry of 
this great country. 

We're very grateful for all of your courtesies extended to us, and 
we hope that we may see some of you in Washington, and certainly 
that we may have the opportunity of coming back to visit with you 
again. Thank you. 

Mr. Granr. Congressman Watts? 

Mr. Warts. All I can say is that it’s been a pleasure to be here. 
It’s a subject that I knew nothing about, and I dare say that I am 
very well educated on it up to now. 

I do have a better understanding of the problem after these fine 
statements that I have just listened to. I don’t know as there is 
anything I care to add to what’s been said. 

Mr. Grant. Congressman McIntire? 

Mr. McIntire. I think that both yesterday and today you folks 
probably have been interested in who the young lady might be who is 
seated down here at the table. She is Miss Peggy Raymond from 
Caribou, who represents the Bangor Daily News. We are deeply 
appreciative of the coverage which the Bangor Daily News has been 
making on this hearing. We are also A tigers? 'e of the coverage 
which is being given by others who have been coming in and out and 
picking up some information which will be in other publications. And 
so we extend our acknowledgements to Miss Raymond, and we are 
very happy that she has been able to be here, and we appreciate the 
coverage which her paper is giving this hearing. 

May I say, too, before I turn the chair back to the chairman for his 
closing, that I personally appreciate deeply my colleagues’ taking 
the time out from the very busy schedules they have to come up here 
and join with me in this hearing in order that you folk might have 
the opportunity to be heard in an official manner relative to this 
problem. And I sincerely appreciate their joining us here in northern 
Maine. 

Chairman Grant. Congressman McIntire, again thanking you and 
thanking each individual for his attendance, the committee will 
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stand in recess subject to hearings that will be continued in Washing- 
ton. Thank you. 

(The asks was completed at 11: 15 a. m.) 

(Additional letters and statements submitted to the subcommittee 
follow :) 


Honorable CHAIRMAN, 
Subcommittee of Agriculture, House of Representatives, 
Washington, D. C. 

DEAR Sir: I believe that the potato industry of Maine and the Nation is 
being destroyed by the New York Mercantile Exchange as now operated. Its 
use at present, means only wildcat speculation, manipulation, rigging, and 
causes overplanting in general throughout the industry. If it continues its 
present operational pattern it will end only in a ruinous condition to the 
entire potato economy of the Nation. 

The reason why I say the above is well known, as you have learned from 
testimony at a recent hearing held here in Presque Isle, Maine. In addition to 
what you have already heard, may I add the following remarks. 

The merchantile exchange has brought into this particular area, namely, 
Aroostook County, in recent years foreign fertilizer companies who give to 
our farmers untold thousands of tons of fertilizer with which to help plant 
their crop, which they, the farmers, could not obtain otherwise. Our United 
States chemical organizations will not sell fertilizer except on a credit basis, 

secured by crop or farm mortgage or moral responsibility. However, these 
roreiaia companies use the mercantile exchange to straddle their position. They 
sell the fertilizer to the grower and accept in return a contract to deliver cars 
of potatoes to them, in any given month from November through May at their 
option for delivery on the mercantile exchange. Thus, they protect themselves 
against any loss and stand to make a profit, in most instances, over and above 
their anticipated profit on the fertilizer sales. Sure, they take risks but are 
more than compensated by the pressure they exert upon the mercantile exchange. 

Our regular credit agencies and the United States chemical organizations do 
not indulge in this practice because they believe, in the long run, it is economi- 
cally unsound and unrealistic. 

By the operations of these hereto said foreign fertilizer companies and 
speculators not primarily interested in the potato industry, we have seen an 
“eee of potatoes which have caused a sick, depressed, and maligned 
industry. 

In the years prior to the creature of the exchange for potato transactions it 
was customary for produce dealers to buy futures during the growing season. 
These dealers or buyers would make a cash deposit with the growers and when 
time of shipment arrived the potatoes would be loaded and shipped. By doing 
this, the growers received moneys to help them with their growing and harvest 
expenses. However, since the advent of the mercantile exchange we have seen 
the direct opposite happen. The buyers on the mercantile exchange, through 
their brokerage connections, require that the growers give the deposits instead 
of receiving deposits. 

Last year approximately 39,000 cars of potatoes were traded on the mercantile 
exchange, and there actually were only approximately 400 cars delivered. 

I ask in all seriousness that the trading on the mercantile exchange be lim- 
ited to those who are in the growing end and those who actually handle potatoes 
on our terminal markets. Those who purchase potatoes on the mercantile ex- 
change should be required to accept deliveries except in abnormal circumstances. 
Regulations can be made that will make trading a sensible and businesslike 
thing, rather than the wildcat operations as exist today. 

In closing, I trust that you will give fervent study to the terrific effect this 
mercantile exchange has had upon our Maine potato economy. 

Thanking you for your interest, I remain, 

Respectfully yours, 


PRESQUE ISLE, MaIng, December 30, 1955. 


HerRMAN ZIMMERMAN. 


P. S.—Since the creation of the mercantile exchange 23 percent of our 
Aroostook farmers have gone out of business, and more are giving up every 
day. These figures were just released by the Maine Farm and Homemaker. 
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A. E. Mooers Co., INc., 
Houlton, Maine, December 9, 1955. 
Hon. Cuirrorp G. McINTIRE, 
Congressman, Perham, Maine. 


Dear CiirF: I was indeed sorry that I could not be present for the full meet- 
ing of your subcommittee of agriculture, which heard testimony on the opera- 
tions of the mercantile exchange. I did manage to get to the meeting for about 
half an hour, as you know, and the testimony seemed to me of the canned 
variety ; especially those of the potato organizations in Easton and Fort Fair- 
field. The complaints as evidenced by their testimony impressed me as being 
due to the fact that they were not thoroughly familiar with the actual workings 
of the mercantile. I believe that this is the source of the majority of the com- 
plaints, and perhaps the trouble lies ‘at the door of the members or solicitors 
presenting the merchantile in this area. For the record I would like to out- 
line my own experience during the last 3 years as a member and solicitor of the 
New York Mercantile Exchange. 

My name is Frank H. Tatman of Houlton, Maine. 

1. Iam president of the A. E. Mooers Co., Ine., Houlton, Maine. Our company 
specializes in growing, buying, and selling, financing worthy farmers, and storage 
of the potato crop. I am also a director of one of the largest fertilizer com- 
panies doing business in the State of Maine. I also represent this company as 
general sales supervisor in Aroostook County, maintaining offices in Caribou, 
Mars Hill, and Houlton. 

I personally have operated on the mercantile for the past 3 years. Neither the 
A. E. Mooers Co. nor Summers Fertilizer Co. have operated on the mercantile. 
My operations have been confined to hedging of a certain percentage of potatoes 
which have either been contracted to me personally or financed under crop mort- 
gage. I consider the mercantile operation as an insurance to guarantee me the 
east of production of any one or more crops which I have financed. Previous to 
this operation I personally farmed some 250 acres. During the years of acreage 
allotments I withdrew from the planting of potatoes, sold my farms, and since 
that time have helped worthy farmers continue their operation’. Until my 
potatoes were handled by the merchantile exchange, the farmer was forced to 
take whatever prices were offered for his product. In some cases, farmers 
were able to sell futures on a cash basis with a deposit of $200 per car which 
in turn helped them finance part of their farming operations. 

Once a sale was established, it became the market for future potatoes for 
delivery at that particular time and under like conditions. I have found from 
experience that when it became time for delivery of these future pototoes, if the 
market was up the buyer was anxious to take delivery. If the market was 
below the contract price, all kinds of technicalities would arise. In some cases 
the buyer would ask for relief and in other occasions he would forfeit the deposit 
and that was the only protection the seller had. If a farmer sells on the mercan- 
tile at prices favorable to him, he makes the deposit and if he so desires, he can 
make delivery. If it is advantageous because of fluctuation not to make delivery, 
he can cancel his contract and sell on a cash market. However, he has insured 
himself of a certain percentage of his crop, and if he wished to cancel his 
insurance because of more favorable conditions, that avenue is open to him. 

If a farmer purchases a piece of land with the intent to raise potatoes and it 
is necessary for him to put a mortgage on his property to complete his purchase, 
the bank will require him to carry insurance on the buildings and to protect 
them to the extent of their loan. He obtains additional money for the purpose 
of planting a crop of potatoes. The bank insists that he carry hail insurnce, 
and when the potatoes are dug and stored, he is required to carry fire insurance 
to protect the bank insofar as their interests appear. Now the bank has advanced 
sufficient funds for him to plant his crop, and he has probably purchased his 
fertilizer requirements on credit basis, isn’t it logical for him to take the next 
step and insure his ability to pay for this advancement of credit. The mercan- 
tile is a means of his so doing. The bank will put up sufficient funds to cover 
the advance requirements of $195 and will advance sufficient funds periodically 
to take care of margin requirements. When the farmer liquidates his sale on 
the mercantile, the check is made payable to the bank and the farmer. The 
bank will then take out interest charges and the amount advanced for the hedge. 
This is the procedure on our operations here in Houlton. To me it is more 
practical than selling cash futures wherein a farmer who may or may not have 
a mortgage sells potatoes for future delivery and obtains a cash deposit unknown 
to the holder of the mortgage, who wakes up at some later date to find out what 


> 
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has happened. It is true that all farmers cannot operate on this basis. But 
those who have a good credit record with the banks can do so if they so desire. 
Under these circumstances, I believe the mercantile operation is a worthy one. 

As to suggestions for improving the situation, I do not go along with multiple 
delivery points. I do not go along with cutting down the fluctuation margin on 
individual monthly contracts or in the current month contract. Farmers gen- 
erally seem to be under the impression when they sell on the mercantile that an 
actual delivery will develop. This is not so. As a matter of fact, no deliveries 
should be made on the New York mercantile. The value of speculation would 
be greatly reduced in my opinion if the variance in rise and fall was confined 
to any lower amount. 

I do not agree with the contention of the opposition, that the mercantile 
seriously affects the cash market. Invariably when the mercantile goes up, the 
cash market seems to taper off and vice versa. It could affect the cash market 
in my mind if during any 1 contract month the sale for delivery in that particular 
month should exceed 50 percent of the normal shipments for that contract month. 
As an example, in the month of March, if there should be an open commitment 
on the New York mercantile of six or seven thousand cars, then unquestionably 
it would affect the cash market. This is a point which either the mercantile 
exchange should seriously consider, and probably the Commodity Exchange 
Authority. 

Some of the things that occurred during the last year’s operations should be 
prohibited. In 1 contract month, which I believe was April, the mercantile was 
allowed to continue transactions after 1:30 p. m., the advertised closing of 
the mercantile. This happened during the so-called squeeze, and on whose 
authority I do not know. It definitely indicated partiality and should not be 
allowed. Purchases were made at Harlem River in 50-pound paper bags, 
rehandled and put into 100-pound burlap and tendered for delivery on the 
mercantile. This should not be allowed. Definitely there was a loss of identity. 
What would prohibit Long Island potatoes or Pennsylvania potatoes delivered to 
Harlem River being transferred into 100 pound burlap and tendered as a delivery? 
This happened during the so-called squeeze. Danger of manipulation should be 
constantly expected and steps taken to prevent such action. During the past 
season certain groups were accused, rightfully or wrongfully, of controlling 
certain delivery months. If the rules of the exchange were enforced and Com- 
modity Exchange Authority were looking for such action, I do not believe a 
situation would arise comparable to the April delivery of 1955. 

I try to picture the situation as I see it. Until I am convinced that the mer- 
cantile exchange is detrimental to the potato industry here, I will hope for its 
continued operation. 

Respectfully yours, 
FRANK H. TorTMan. 


TESTIMONY OF JOHN F. Hoyt, REPRESENTING HASTON PoTATo GROWERS ASSOCIATION 


We, as potato farmers, appreciate the fact that the New York Mercantile 
provides a market and trading center for our potatoes. 

However, it gets out of hand from time to time and leads to highly exaggerated 
fluctuations in a market historically renowned for instability. 

The ways it adversely affects this industry are as follows: 

I. It brings in speculators who do not own potatoes nor have any legitimate 
use for potatoes in such quantities. 

II. It is used by many, involuntarily, as a source of credit to add surplus to 
surplus. 

III. On February 28, 1955, 1,700 cars were traded in 1 day. A total of cars 
equal to one-half of the rail shipments to that date was traded in 3 days 
picked out of the previous 3 weeks. 

IV. Potatoes are legal tender in Aroostook County, due largely to a one- 
crop economy. Allowing unrestricted speculation on this commodity is tanta- 
mount to allowing open gambling and its resultant hardships. 

V. The New York Mercantile trades in all potatoes in the country on the basis 
of Maine potatoes; using the argument that Maine potatoes are more uniform 
and tend to. upgrade the commodity. By the same argument, we believe the mer- 
cantile commodities downgrade the Maine potatoes. 

How to correct this terrible situation? There are many ways: 

I. Kick it out. 

II. Limit trading to legitimate users and producers only. 

III. Limit the daily fluctuations that take place. 
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STATEMENT OF DoNALD C. UMPHREY 


My name is Donald C. Umphrey, and I am connected with the following 
organizations: 


Aroostook Growers, Inc., president 

Aroostook Potato Growers, Inc., treasurer 

Taterstate Frozen Foods, director 

Maine Potato Commission, secretary and commissioner 

Northern National Bank of Presque Isle, director 

Potato division, United Fresh Fruit and Vegetable Association, director 
Maine division, New England Council, vice chairman 

Maine Potato Shippers’ Heater Service, treasurer and director 

Dupram Farms, partner 

Wade Farms, Inc., director 


I am listing connections in more of my interests than necessary, but am doing so 
purposely, to show my interest in the several phases of the Maine potato indus- 
try—growing, processing, and marketing. 

1. It is my opinion, after close observation of both the New York Mercantile 
market and the cash market, that the cash market is the determining factor 
governing prices on the mercantile. There may be instances where the mercan- 
tile prices can be out of line, but they do not stay there very long. 

2. In my opinion, being in the cash futures business, our demand for regular 
futures on seed potatoes from Maine has not been materially affected by the 
mercantile trading. We still do our usual amount of seed futures business. 
It naturally varies from year to year, but in general, is similar to that of 20 
years ago. 

3. It is a common complaint from growers that it is not conducive to the 
cash market to have deliveries at Harlem River, yet in the same breath, they 
further complain that only 1 percent of the cars traded are delivered. To me 
these complaints contradict each other. 

4, Another complaint from growers is the large amount of cars traded which 
is really no different from the actual cash market. We have individual cars 
which pass through several hands and each new buyer means another trade, 
but the figures are not available. If they were, I believe, the actual figures 
would show a volume similar to the mercantile trading. In my opinion, the 
volume which should be considered on the mercantile is that of the open interest 
at any one time which would run possibly less than 10 percent of Maine’s crop 
on any given date. 

5. It is further my opinion that the New York Mercantile is a definite asset 
to the potato growers in Maine, not only from the hedging aspect, but also due 
to the fact that it makes a public, honest price that can be known by everyone. 
With this information, growers are not so apt to be taken advantage of as in 
the past. 

6. Some folks complain of speculation entering into the market by mercantile 
trading, yet, to my mind, there is no such thing as a futures market without 
speculation. A speculator, to me, is a friend of the Maine potato industry for 
the simple reason that he is, eventually, a buyer and that’s what we are looking 
for. He is a buyer even though he sells short because at some time he must 
become a buyer, either by buying a car on the board or buying a cash car to 
deliver to the board. No other potato area has this great advantage, having 
a market every day in the year for their product. Many businesses have spent 
millions advertising to interest buyers. We already have this at no cost to the 
industry. 

7. Finally, in my opinion, the only basic fault of the New York Mercantile 
Exchange is their failure to properly present their tool for marketing to the 
potato industry. I am firmly convinced that any grower who once understands 
that the mercantile is nothing more than a public market will find it to his 
advantage and use. It is a safe place to trade, while in many instances, so- 
ealled cash futures are risky. I can see no important changes necessary in their 
present setup. I am not convinced that manipulation is possible, although it 
may be attempted. True enough, it could be used to buy a market up or sell it 
down, but what do you do after that? Many folks have the idea that you can 
sell a hundred cars and put the price down, then turn right around and buy them 
all back at the bottom, It just doesn’t work this way. When you start buying 
them back you put the market up again so no financial gain is accomplished. 





FUTURES TRADING 79 


STATEMENT OF ARLING C. Hazierr, PoTato MARKETING SPECIALIST, 
MAINE EXTENSION SERVICE 


The following statement relates to the trading of Maine potato futures con- 
tracts on the New York Mercantile Exchange. It is being submitted for inclu- 
sion in the record being made by your committee on that subject. 

My name is Arling C. Hazlett. I am a potato marketing specialist for the 
Maine Extension Service. I have served in this capacity for 2 years. This 
statement, however, is an expression of my own views and not the views of the 
Maine Extension Service or other divisions of the College of Agriculture of the 
University of Maine. 

In studying possible changes in the contract used in trading of Maine pota- 
toes on the New York Mercantile Exchange it may be advisable to give some 
consideration to stating more exactly the grade of potatoes required by the con- 
tract. This statement is limited to that subject. 

The grade called for in the present contract is U. S. No. 1, size A, 2-inch 
minimum in diameter. This grade is the standard most commonly used in the 
marketing of table stock potatoes produced in Maine. Ninety percent or more 
of the table-stock shipments from the 1954 Maine crop met the minimum stand- 
ards of this grade or were better. There is no question that this grade is the 
one that has been the generally accepted trading standard. 

Most actual trading, however, is in potatoes that are better than required by 
the minimum standard. It would be possible to meet the minimum standards 
of this grade with a pack, for example, that does not contain a tuber larger 
than 2% inches in diameter. (The size A requirement means that 60 percent 
of the tubers must be larger than 244 inches in diameter.) Such a pack would 
not be acceptable to most buyers of Maine potatoes, even though it would be 
possible to fulfill the legal requirements of the grade with such a pack. Indi- 
viduals who are interested in obtaining repeat business are likely to supply 
potatoes better than the minimum legal size requirements. 

In contrast, contracts calling for delivery on the Maine potatoes to the New 
York Mercantile Exchange provide no opportunity to build repeat business. Each 
contract is completely separate from the contracts that preceded it or those which 
will follow. 

Even though it is legally possible to ship small-size tubers to fill mercantile 
contracts it probably is not a common practice. One reason is that in most years 
the potatoes are so much better than the minimum size required that shipments 
delivered on the exchange are of tuber sizes that are usually acceptable in com- 
mercial channels. However, in a year when tuber sizes are generally small (the 
same analysis might apply to appearance and cleanliness) and when there is 
a substantial premium on large tubers it would be possible to remove a sub- 
stantial quantity of the more desirable sized tubers, and ship the strip stock in 
fulfillment of a mercantile contract. Such action could be carried out without 
recourse if all minimum specifications of the contract are met. Furthermore, 
such a practice could be followed without loss of opportunity to make sales and 
deliveries on the exchange in the future. 

The arrival of a car of strip stock ranging in size from 2 to 2% inches or less, 
in a terminal market, is quite likely to have a detrimental effect on that market. 
The receiver of the car, even though he might be a potato handler, may not be 
able to market the contents of that car to his regular trade. Therefore, he 
may have to sacrifice it in order to get it off his hands. If the opportunity to 
resell on the exchange is available, that is likely to be the most painless way to 
move it. Again, there is no recourse on the part of the buyer. If the delivery 
is made to a person who is not a potato handler, the psychological effect may 
be even more upsetting. 

A person who has a “long position” on the exchange and has received a car 
containing a grade similar to the one described above, or who has heard of such 
a grade being delivered, probably would be willing to take less for his contract 
rather than to accept delivery on a car when he is uncertain whether it will 
contain a grade that can be readily sold at prevailing market prices or one 
which will have to be sold at a loss, only at a lower price. 

As an indication of the trend in size of tubers desired by consumers and, 
therefore, markets, the present Maine potato marketing order regulations re- 
quire that packs be of 24-inch minimum or better. Consumer acceptance 
studies point out that uniformly medium-sized (2%4- to 34-inch variation or 
less) tubers are by far the most acceptable to consumers. 
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In studying possible changes in Maine potato contract it may be advisable 
to give some consideration to requiring a grade of potatoes with minimum 
standards that would be readily acceptable in regular market channels at pre- 
vailing prices, regardless of the crop or market conditions existing at the time 
a delivery in fulfillment of a futures contract is made. 

Determining what grade would best fulfill this need without unduly restricting 
the volume of trading should be given considerable thought. One possibility 
is making the grade specified in the contract U. S. Extra No. 1, 2-inch minimum, 
in place of th present U. 8S. No. 1, size A, 2-inch minimum requirement. In 
addition to requiring that 60 percent of the tubers are at least 244 inches in 
diameter as in the case of the size A specification, the extra No. 1 grade re- 
quires that not less than 30 percent of the potatoes must be 2% inches in 
diameter or larger. The only other difference between U. 8S. Extra No. 1’s and 
U. S. No. 1’s is that the specifications for the Extra No. 1 grade state that 
the tubers must be fairly clean whereas in the U. 8. No. 1 grade requirement 
is that the “general appearance of the potatoes cannot be more than slightly 
dirty or stained, or individual potatoes not badly caked or badly stained.” 
These two refinements which are required in meeting U. S. Extra No. 1 stand- 
ards may provide a grade that would be readily acceptable at all times, even 
though only the minimum requirements of the grade may be fulfilled. 
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